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PROPOSED AMENDMENTS TO THE 1936 MERCHANT 
MARINE ACT 


WEDNESDAY, MAY 6, 1953 


Untrep Stares House or REPRESENTATIVES, 
CoMMITTEE ON MercHANtT MARINE AND FISHERIES, 
Washington, D. C. 
The committee met, pursuant to call, at 10 a. m., in room 219, Old 
House Office Building, Hon. Alvin F. Weichel, chairman of the com- 
mittee, presiding. 
Mr. inca, We will now take up the matter of the hearings with 


reference to the proposed amendments of the 1936 Merchant Marine 
Act. 
(The proposed amendments follow :) 


PROPOSED BILL 
Merchant Marine Act Amendments of 1953 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress asscmbled, That this Act may be cited as the “Merchant 
Marine Act Amendments of 1953.” 

Sec. 2. Section 101 of the Merchant Marine Act, 1936, as amended, is amended 
to read as follows: 

“Sec. 101. It is necessary for the national defense and development of its 
foreign and domestic commerce that the United States shall have a merchant 
marine (a) sufficient to carry its domestic waterborne commerce and a sub- 
stantial portion of the waterborne export and import foreign commerce of the 
United States, (b) capable of serving as a naval and military auxiliary in time 
of war or national emergency, (c) owned and operated under the United States 
flag by citizens of the United States, and (d) composed of the best equipped, 
safest, and most suitable types of vessels, constructed in the United States and 
manned with a trained and efficient citizen personnel. It is hereby declared to be 
the policy of the United States to foster the development and encourage the 
maintenance of such a merchant marine.” 

Sec. 3. Section 210 of the Merchant Marine Act, 1936, as amended, is amended 
to read as follows: 

“Sec. 210. It shall be the duty of the Commission to make a continuing survey 
of the American merchant marine to determine what additions and replacements 
are necessary or appropriate in order to carry forward the national policy de- 
clared in section 101 of this Act. In conducting such survey, the Commission is 
directed to cooperate closely with the Navy Department as to national defense 
needs and the possible speedy adaptation of the merchant fleet to national de- 
fense requirements and also to cooperate with ship operators and other 
interested persons with a view to the planning of vessels designed to afford 
the best and most complete protection for passengers and crew against fire and 
all marine perils.” 

Sec. 4. Secton 211 of the Merchant Marine Act, 1936, as amended, is amended 
to read as follows: 

“Sec, 211. The Commission is authorized and directed to investigate, deter- 
mine, and keep current records of— 

(a) the relative cost of construction of comparable vessels in the United 
States and in foreign countries; 
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(b) the relative cost of wages of officers and crews in the operation 
of comparable vessels under the laws, rules, and regulations of the United 
States and under those of the foreign countries whose vessels are substantial 
competitors of American flag vessels ; and 

(c) new designs, new methods of construction, and new types of equip 
ment for vessels; the possibilities of promoting the carrying of American 
foreign trade in American vessels; and intercoastal and inland water trans- 
portion including their relation to transportation by land and air.” 

Sec. 5. Section 215 of the Merchant Marine Act, 1936, as amended, is repealed. 

Sec. 6. Title III of the Merchant Marine Act, 1936, as amended, is amended by 
inserting at the end thereof a new section reading as follows: 

“Sec. 303. The Commission is authorized and directed to investigate employ- 
ment and wage conditions in the various basic industries and in the various 
occupations therein that are most comparable with those on board vessels for the 
purpose of determining, on a fulltime monthly basis, the prevaling earnings 
of employees in such industries and occupations. At the beginning of each year 
the Commission shall publish such prevailing fulltime monthly earnings in the 
Federal Register, and the fulltime monthly earnings so published shall be used, 
as provided in section 603, for the purpose of determining the maximum amount 
of wage-differential subsidy to be paid with respect to each voyage during 
such year.” 

Sec. 7. Section 502 (c) of the Merchant Marine Act, 1936, as amended, is 
repealed. 

Src. 8. Section 508 of the Merchant Marine Act, 1936, as amended, is amended 
by striking out everything after “shipbuilder” in the first sentence and inserting 
in lieu thereof the following: “‘, the vessel shall be documented under the laws of 
the United States and shall remain documented under the laws of the United 
States for not less than twenty years”. 

Sec. 9. Section 506 of the Merchant Marine Act, 1936, as amended, is amended— 

(a) by striking out “service other than the service covered by such agree- 
ment” from the second sentence and inserting in lieu thereof “the domestic 
trade”; and 

(b) by adding at the end of such section a paragraph to read as follows: 

“Notwithstanding the foregoing provisions of this section, every owner 
of a vessel for which a construction-differential subsidy is hereafter paid 
and with respect to which the agreement heretofore required by this section 
has not been made shall undertake and agree that the vessel shall not be 
operated in domestic trade. The foregoing restriction shall run with the 
title to such vessel and be binding on all owners thereof.” 

Sec. 10. Section 509 of the Merchant Marine Act, 1936, as amended, is amended 
by striking out everything therein following the third sentence. 

Sec. 11. Section 510 (b) of the Merchant Marine Act, 1936, as amended, is 
amended by striking out everything therein following the third sentence and 
inserting in lieu thereof: “The allowance shall, upon the transfer of the obso- 
lete vessel to the Commission, be paid, for the account of the owner, to the person 
selling or to the shipbuilder constructing such new vessel.” 

Src. 12. Title V of the Merchant Marine Act, 1936, as amended by adding at the 
end thereof a new section to read as follows: 

“Sec, 512. (a) Any citizen of the United States who owns in whole or in part 
any vessel of not less than two thousand gross tons documented under the laws 
of the United States and operated without the aid of an operating-differential 
subsidy continued in effect pursuant to section 22 of the Merchant Marine Act 
Amendments of 1953 may, at his election, amortize the cost of such vessel in such 
manner and in such annual amount as he deems appropriate, and for the purposes 
of Federal income and excess-profits taxes shall, subject to the limitations herein- 
after provided, be entitled in any taxable year beginning after December 31, 
1949, to a deduction of the portion of the cost so amortized in such taxable year. 
The amortization deduction under this section with respect to any vessel for 
any taxable year shall be in lieu of the deduction for exhaustion, wear and tear, 
and obsolescence with respect to such vessel for such year. : 

“(b) The cost that may be amortized under this section shall be the cost or 
other basis (under the Federal income tax laws) to the owner upon the acquisi- 
tion of the vessel, except that, in the case of any vesel acquired prior to the first 
day of the first taxable year for which an election with respect to such vessel is 
made under this section, the cost that may be amortized under this section shall 
be deemed to be the adjusted basis (for determining gain under the Federal 
income tax laws) of the vessel on the first day of such first taxable year for 
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which an amortization deduction with respect to the vessel is taken under this 
section. In either case proper adjustment to the cost that may be amortized 
shall be made for subsequent expenditures, receipts, retirements, or other similar 
items properly includible in the capital account of the vessel. 

“(¢) The amortization deduction that may be taken for any taxable year with 
respect to any vessel shall in no event be greater than an amount equal to one- 
fifth of the adjusted basis (for determining gain under the Federal income tax 
laws) of the vessel as of the close of such taxable year (such adjusted basis 
for this purpose to be computed without regard to any amortization deduction 
under this section with respect to the vessel for such taxable year or prior taxable 
years). For the purposes of Federal income and excess-profits tax laws, the 
basis of a vessel with respect to which an amortization deduction is taken under 
this section sball not be adjusted for amortization allowable under this secticn 
which was not actually taken and allowed. 

“(d) The election of the taxpayer to take the amortization deduction for any 
year with respect to any vessel shall be made only by a statement in its tax re- 
turn for such taxable year setting forth the vessel or vessels in respect of which 
an amortization deduction is being taken and the amount for each such vessel 
as determined by the owner. Such election (including the amounts so deter- 
mined) shall be irrevocable for the particular taxable year for which made. 

“(e) In determining the maximum amount which the United States shall be 
required to pay with respect to a vessel purchased or requisitioned by it, which 
vessel is subject to the provisions of section 802, the amortization taken pursuant 
to subparagraph (c) of this section shall be controlling in determining the de- 
preciated value of such vessel: Provided, however, That if the taxpayer returns 
to the Commission any net tax benefits which he may have received over the en- 
tire life of the vessel prior to its purchase or requisition by the United States, 
over and above the tax benefits which would have been received had depreciation 
been computed on the basis of a 20-year useful life, then depreciation for the 
purposes of section 802 shall be computed on the basis of such 20-year useful 
life. 

“(f) The depreciation taken pursuant to subparagraph (c) of this section shall 
be controlling in fixing the depreciated value of an obsolete vessel in connection 
with determining the amount of the allowance of credit to be made therefor by 
the Commission under the provisions of section 510 (d): Provided, however, 
That if the taxpayer returns to the Commission any net tax benefits which he 
may have received over the entire life of the vessel prior to its acquisition by the 
Commission under section 510, over and above the tax benefits which would 
have been received had depreciation been computed on the basis of a 20-year 
useful life, then depreciation for the purposes of section 510 (d) shall be com- 
puted on the basis of such 20-year useful life. 

“(g) If any vessel with respect to which an amortization deduction has been 
allowed as provided in subparagraph (a) of this section (or property having a 
substituted basis by reference to such vessel) is sold, exchanged, distributed, 
or otherwise disposed of (except as provided in subparagraph (f) of this section 
and except to the extent that gain is not recognized by reason of section 511 (c) 
of this Act as amended or section 112 of the Internal Revenue Code), then the 
excess over the adjusted basis of the vessel (or of the property having a sub- 
stituted basis by reference to such vessel), of— 

(1) in the case of a sale or exchange, the amount realized; or 
“(2) in the case of a distribution or disposition other than by sale or ex- 
change, the fair market value of the vessel or property at the time of such 
distribution or disposition ; 
shall, to the extent of the excess of such amortization deductions allowed, over 
the amount of depreciation deductions which would otherwise have been allowed, 
be considered, for the purposes of the provisions of title I of the Internal Reve- 
nue Code, as short-term capital gain. For Federal tax purposes, the earnings 
and profits of any corporation which has been allowed an amortization deduction 
as provided in this section shall not be decreased by the excess of the amortiza- 
tion deduction for any taxable year over the amount of the depreciation deduc- 
tion which would otherwise have been allowable for such year. The term ‘sub- 
stituted basis’ as used in this section shall have the same meaning as in section 
113 (b) (2) of the Internal Revenue Code.” 

Src. 13. Section 601 of the Merchant Marine Act, 1936, as amended, is amended 
to read as follows: 

“Src. 601. (a) The Commission is authorized and directed to consider the 
application of any citizen of the United States for financial aid for the account 
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if the licensed and unlicensed personnel employed or to be employed in the 
yperation of a vessel or vessels, which are to be used in the foreign commerce 

the United States. No such application shall be approved by the Commission 
unless it determines that (1) the operation of such vessel or vessels is neces- 
sary or appropriate in order to meet foreign-flag competition and to promote 
the foreign commerce of the United States, and that such vessel or vessels were 
built in the United States, or have been documented under the laws of the 
United States not later than February 1, 1928, or actually ordered and under 
construction for the account of citizens of the United States prior to such date; 
(2) the applicant owns, or can and will build or purchase, a vessel or vessels of 
the size, type, and speed, and with the proper equipment required to enable him 
to meet competitive conditions, and to promote foreign commerce; (3) the ap- 
plicant possesses the ability, experience, financial resources, and other qualifi- 
cations necessary to enable him to operate and maintain the vessel or vessels 
as to meet competitive conditions and promote foreign commerce; (4) the grant- 
ing of the aid applied for is reasonably calculated to carry out effectively the pur- 
poses and policy of this Act. 

“(b) Every application for a wage-differential subsidy under the provisions 
of this title shall be accompanied by statements disclosing the names of all per- 
sons having any pecuniary interest, direct or indirect, in such application, or in 
the ownership or use of any vessel covered thereby, and the nature and extent 
of any such interest, together with such financial and other statements as may 
be required by the Commission.. All such statements shall be under oath or 
affirmation and in such form as the Commission shall prescribe. Any person 
who, in an application for financial aid under this title or in any statement 
required to be filed therewith, willfully makes any untrue statement of a 
material fact, shall be guilty of a misdemeanor.” 

Sec. 14. Section 602 of the Merchant Marine Act, 1936, as amended, is repealed. 

Sec. 15. (a) Section 603 (a) of the Merchant Marine Act, 1936, as amended, 
is amended to read as follows: 

“(a) If the Commission approves the application, it may enter into a con- 
tract with the applicant for the payment of a wage-differential subsidy deter- 
mined in accordance with the provisions of subsection (b) of this section, for 
the operation of such vessel or vessels in the foreign commerce of the United 
States for a period not exceeding twenty years, and subject to such reasonable 
terms and conditions, consistent with this Act, as the Administration shall 
require to effectuate the purposes and policies of this Act.” 

(b) Section 603 (b) of the Merchant Marine Act, 1936, as amended, is 
amended to read as follows: 

“(b) Such contract shall provide that the amount of the wage-differential sub- 
sidy with respect to any vessel for each voyage in the foreign commerce of the 
United States shall be an amount equal to the excess of the actual wage cost 
(officers and crew) for such voyage (or of a constructive wage cost determined 
by the Commission by using the applicable prevailing fulltime monthly earnings 
published under section 303 in lieu of actual wage rates, if the constructive wage 
cost so determined is less than actual wage cost) over what the Commission 
determines would have been the wage cost of operating such vessel on such 
voyage under the flag of the foreign country whose vessels are the principal 
competitors of vessels of the United States in foreign commerce.” 

Sec. 16. Section 604 of the Merchant Marine Act, 1936, as amended, is repealed. 

Sec. 17. Section 605 (a) is amended by striking out in the proviso in the first 
sentence “on a round-the-world voyage or a round voyage from the west coast of 
the United States to a European port or ports of a round voyage from the 
Atlantic coast to the Orient which includes intercoastal ports of the United 
States or a voyage in foreign trade on which the vessel may stop at an island 
possession or island territory of the United States,” and by inserting in lieu 
thereof the following: “with respect to any such voyage if the contractor engaged 
in such coastwise or intercoastal trade as an incident to an operation in the 
foreign trade of the United States prior to August 15, 1945,”. 

Sec. 18. Sections 605 (c), 606, and 607 of the Merchant Marine Act, 1936, as 
amended, are repealed. . 

Sec. 19. Section 608 of the Merchant Marine Act, 1936, as amended, is amended 
to read as follows: 

“Sec. 608. No contract executed under this title or any interest therein shall 
be sold, assigned, or transferred, either directly or indirectly, or through any 
reorganization, merger, or consolidation without the written consent of the 
Commission.” 
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Seo. 20. Sections 704 through 714, 803, 805 (b), and 805 (c) of the Merchant 
Marine Act, 1936, as amended, are repealed. 

Seo. 21. The Merchant Marine Act, 1936, as amended, is further amended by 
striking out “operating-differential” wherever appearing in said Act and inserting 
in lieu thereof “wage-differential”,. 

Sec. 22. The amendments and repeals made by this Act shall not have the 
effect of terminating any operating-differential subsidy agreement entered into 
prior to the date of the enactment of this Act, and the provisions of the Merchant 
Marine Act, 1936, as in effect prior to the date of the enactment of this Act shall 
continue in effect for the purposes of but only for the purposes of enabling such 
agreements to be observed and carried out according to their terms. The holder 
of any such agreement may, however, by written notice to the Commission within 
one year after the date of the enactment of this Act, elect to terminate such 
agreement and make a new wage-differential subsidy agreement under the 
Merchant Marine Act, 1936, as herein amended. 


PROPOSED BILL 
{Comparative Print] 


1936 MeroHant Martne Act SHOWING Proposep AMENDMENTS TO AFFrorD NEw 
WAGE-DIFFERENTIAL Supsipy, Erc. 


{New material in italics; existing law proposed to be omitted is enclosed in brackets] 
TITLE I—DECLARATION OF POLICY 


Src. 101. It is necessary for the national defense and development of its foreign 
and domestic commerce that the United States shall have a merchant marine 
(a) sufficient to carry its domestic water-borne commerce and a substantial 
portion of the water-borne export and import foreign commerce of the United 
State [and to provide shipping service on all routes essential for maintaining 
the flow of such domestic and foreign water-borne commerce at all times], (b) 
capable of serving as a naval and military auxiliary in time of war or national 
emergency, (c) owned and operated under the United States flag by citizens of the 
United States [insofar as may be practicable], and (d) composed of the best- 
equipped, safest, and most suitable types of vessels, constructed in the United 
States and manned with a trained and efficient citizen personnel. It is hereby 
declared to be the policy of the United States to foster the development and 
encourage the maintenance of such a merchant marine, 


TITLE II—UNITED STATES MARITIME COMMISSION 


Sec. 210. It shall be the duty of the Commission to make a continuing survey 
of the American merchant marine [as it now exists,] to determine what additions 
and replacement are [required] necessary or appropriate in order to carry 
forward the national policy declared in section 101 of this Act [, and the Com- 
mission is directed to study, perfect, and adopt a long-range program for replace- 
ments and additions to the American merchant marine so that as soon as prac- 
ticable the following objectives may be accomplished: 

(First, the creation of an adequate and well-balanced merchant fleet, including 
vessels of all types, to provide shipping service on all routes essential for main- 
taining the flow of the foreign commerce of the United States, the vessels in such 
fleet to be so designed as to be readily and quickly convertible into transport 
and supply vessels in a time of national emergency.] In [planning the develop- 
ment of such a fleet] conducting such survey, the Commission is directed to 
cooperate closely with the Navy Department as to national defense needs and the 
eae adaptation of the merchant fleet to national defense require- 
ments[. 

[Second, the ownership and the operation of such a merchant fleet by citizens 
of the United States insofar as may be practicable.} 

CThird], and also to cooperate with ship operators and other interested persons 
with a view to the planning of vessels designed to afford the best and most 
complete protection for passengers and crew against fire and all marine perils. 

Sec. 211. The Commission is authorized and directed to investigate, determine, 
and keep current records of— 
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[(a) The ocean services, routes, and lines from ports in the United States, or 
in a Territory, district, or possession thereof, to foreign markets, which are, or 
may be, determined by the Commission to be essential for the promotion, 
development, expansion, and maintenance of the foreign commerce of the United 
States, and in reaching its determination the Commission shall consider and give 
due weight to the cost of maintaining each of such steamship lines, the probability 
that any such line cannot be maintained except at a heavy loss disproportionate 
to the benefit accruing to foreign trade, the number of sailings and types of 
vessels that should be employed in such lines, and any other facts and conditions 
that a prudent business man would consider when dealing with his own business, 
with the added consideration, however, of the intangible benefit the maintenance 
of any such line may afford to the foreign commerce of the United States and to 
the national defense ;] 

[(b) The type, size, speed, and other requirements of the vessels, including 
express-liner or super-liner vessels, which should be employed in such services 
or on such routes or lines, and the frequency and regularity of the sailings of 
such vessels, with a view to furnishing adequate, regular, certain, and permanent 
service ;] 

[(c)] (a) The relative cost of construction of comparable vessels in the 
United States and in foreign countries ; 

[(d)] (0) The relative cost of [marine insurance, maintenance, repairs] 
wages [and subsistence] of officers and crews [, and all other items of expense, ] 
in the operation of comparable vessels [in particular services, routes, and lines] 
under the laws, rules, and regulations of the United States and under those of the 
foreign countries whose vessels are substantial competitors of [any such] Ameri- 
-an [service, route, or line] flag vessels ; 

[‘e) The extent and character of the governmental aid and subsidies granted 
by foreign governments to their merchant marine ;] 

{(t) The number, location, and efficiency of the shipyards existing on the 
date of the enactment of this Act or thereafter built in the United States ;] 

{(z) To investigate and determine what provisions of this Act and other Acts 
relating to shipping should be made applicable to aircraft engaged in foreign 
commerce in order to further the policy expressed in this Act, and to recommend 
appropriate legislation to this end:] 

((h) The advisability of enactment of suitable legislation authorizing the 
Commission, in an economic or commercial emergency, to aid the farmers and 
cotton, coal, lumber and cement producers in any section of the United States 
in the transportation and landing of their products in any foreign port, which 
products can be carried in dry-cargo vessels by reducing rates, by supplying 
additional tonnage to any American operator, or by operation of vessels directly 
by the Commission, until such time as the Commission shall deem such special 
rate reduction and operation unnecessary for the benefit of the American 
farmers and such producers:] and 

[(i)] (c) New designs, new methods of construction, and new types of equip- 
ment for vessels; the possibilities of promoting the carrying of American foreign 
trade in American vessels; and intercoastal and inland water transportation, 
including their relation to transportation by land and air. 

[Sec. 215. The Commission is authorized to acquire by purchase or otherwise 
such vessels constructed in the United States as it may deem necessary to es- 
tablish, maintain, improve, or effect replacements upon any service, route, or 
line in the foreign commerce of the United States determined to be essential 
under section 211 of this Act, and to pay for the same out of its construction 
fund: Provided, That the price paid therefor shall be based upon a fair and 
reasonable valuation, but it shall not exceed by more than 5 per centum the 
cost of such vessel to the owner (excluding any construction-differential sub- 
sidy and the cost of national defense features paid by the Commission) plus 
the actual cost previously expended thereon for reconditioning less deprecia- 
tion based upon a twenty-year life expectancy of the vessel. No such vessel 
shall be acquired by the Commission unless the Secretary of the Navy has 
certified to the Commission that such vessel is suitable for economical and 
speedy conversion into a naval or military auxiliary, or otherwise suitable for 
the use of the United States in time of war or national emergency. Every 
vessel acquired under authority of this section that is not documented under 


the laws of the United States at the time of its acquisition shall be so docu- 
mented as soon as practicable.J 
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TITLE III—AMERICAN SEAMEN 


Sec. 308. The Commission is authorized and directed to investigate employ- 
ment and wage conditions in the various basic industries and in the various 
occupations therein that are most comparable with those on board vessels for 
the purpose of determining, on a full-time monthly basis, the prevailing earn- 
ings of employees in such industries and occupations. At the beginning of 
each year the Commission shall publish such prevailing full-time monthly 
earnings in the Federal Register, and the full-time monthly earnings so pub- 
lished shall be used as provided in section 603, for the purpose of determining 
the mawimum amount of wage-differential subsidy to be paid with respect to 
each voyage during such year. 


TITLE V—CONSTRUCTION DIFFERENTIAL SUBSIDY 


Sec. 502. 

{(c) In such contract between the applicant and the Commission, the appli- 
cant shal) be required to make cash payments to the Commission of not less 
than 25 per centum of the price at which the vessel is sold to the applicant. 
The cash payments shall be made at the time and in the same proportion as 
provided for the payments on account of the construction cost in the contract 
between the shipbuilder and the Commission. The applicant shall pay, not less 
frequently than annually, interest at the rate of 3% per centum per annum 
on those portions of the Commission’s payments as made to the shipbuilder 
which are chargeable to the applicant’s purchase price of the vessel (after de- 
duction of the applicant’s cash payments). The balance of such purchase price 
shall be paid by the applicant, within twenty years after delivery of the vessel 
and in not to exceed twenty equal annual installments, the first of which shall 
be payable one year after the delivery of the vessel by the Commission to the 
applicant. Interest at the rate of 344 per centum per annum shall be paid 
on all such installments of the purchase price remaining unpaid.J 

Spo. 503. Upon completion of the construction of any vessel in respect to which 
a construction-differential subsidy is to be allowed under this title and its delivery 
by the shipbuilder [to the Commission], the vessel shall be documented under 
the laws of the United States[,J and [concurrently herewith, or as soon there- 
after as practicable, the vessel shall be delivered with a bill of sale to the appli- 
cant with warranty against liens, pursuant to the contract of purchase between 
the applicant and the Commission. The vessel] shall remain documented under 
the laws of the United States for not less than twenty years [, or so long as there 
remains due the United States any principal or interest on account of the pur- 
chase price, whichever is the longer period. At the time of delivery of the vessel 
the applicant shall execute and deliver a first preferred mortgage to the United 
States to secure payment of any sums due from the applicant in respect to said 
vessel: Provided, That, notwithstanding any other provisions of law, the pay- 
ment of any sums due in respect to a passenger vessel purchased under section 
4 (b) of the Merchant Marine Ship Sales Act of 1946, reconverted or restored for 
normal operation in commercial services, or in respect to a passenger vessel pur- 
chased under title V of this Act, which is delivered subsequent to March 8, 1946, 
and which (i) is of not less than ten thousand gross tons, (ii) has a designed 
speed approved by the Commission but not less than eighteen knots, (iii) has 
accommodations for not less than two hundred passengers, and, (iv) is approved 
by the Secretary of Defense as being desirable for national defense purposes, may, 
with the approval of the Commission, be secured only by a first-preferred mort- 
gage on said vessel. The purchaser shall also comply with all the provisions of 
section 9 of the Merchant Marine Act, 1920. With the approval of the Commis- 
sion such preferred mortgage may provide that the sole recourse against the pur- 
chaser of such a passenger vessel under such mortgage, and any of the notes 
secured thereby, shall be limited to repossession of the vessel by the United 
States and the assignment of insurance claims, if the purchaser shall have com- 
plied with all provisions of the mortgage other than those relating to the pay- 
ment of principal and interest when due, and the obligation of the purchaser shall 
be satisfied and discharged by the surrender of the vessel, and all right, title, and 
interest therein to the United States. Such vessel upon surrender shall be (i) 
free and clear of all liens and encumbrances whatsoever, except the lien of the 
preferred mortgage, (ii) in class, and (iii) in as good order and condition, ordi- 
nary wear and tear excepted, as when acquired by the purchaser, except that any 
deficiencies with respect to freedom from encumbrances, condition, and class, 
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may, to the extent covered by valid policies of insurance, be satisfied by the assign- 
ment to the United States of claims of the purchaser under such policies of 
insurance.] 

Sec. 506. Every owner of a vessel for which a construction-differential subsidy 
has been paid shall agree that the vessel shall be operated exclusively in foreign 
trade, or on a round-the-world voyage, or on a round voyage from the west coast 
of the United States to a European port or ports which includes intercoastal ports 
of the United States, or a round voyage from the Atlantic coast of the United 
States to the Orient which includes intercoastal ports of the United States, or on 
a voyage in foreign trade on which the vessel may stop at an island possession or 
island territory of the United States, and that if the vessel is operated in the 
domestic trade on any of the above-enumerated services, he will pay annually to 
the Commission that proportion of one-twentieth of the construction-differential 
subsidy paid for such vessel as the gross revenue derived from the domestic trade 
bears to the gross revenue derived from the entire voyages completed during the 
preceding year. The Commission may consent in writing to the temporary trans 
fer of such vessel to [service other than the service covered by such agreement] 
the domestic trade for periods not exceeding six months in any year, whenever the 
Commission may determine that such transfer is necessary or appropriate to carry 
out the purposes of this Act. Such consent shall be conditioned upon the agree- 
ment by the owner to pay to the Commission, upon such terms and conditions as 
it may prescribe, an amount which bears the same proportion to the construction- 
differential subsidy paid by the Commission as such temporary period bears to the 
entire economic life of the vessel. No operating-differential subsidy shall be paid 
for the operation of such vessel for such temporary period. 

Notwithstanding the foregoing provisions of this section, every owner of a vessel 
jor which a construction-differential subsidy is hereafter paid and with respect to 
which the agreement heretofore required by this section has not been made shall 
undertake and agree that the vessel shall not be operated in the domestic trade. 
The foregoing restriction shall run with the title to such vessel and be binding on 
all owners thereof. 

Sec. 509. Any citizen of the United States may make application to the 
Commission for aid in the construction of a new vessel to be operated in 
the foreign or domestic trade (excepting vessels engaged solely in the trans- 
portation of property on inland rivers and canals exclusively). If such ap- 
plication is approved by the Commission, the vessel may be constructed under 
the terms and conditions of this title, but no construction-differential subsidy 
shall be allowed. The Commission shall pay for the cost of national defense 
features incorporated in such vessel. [In case the vessel is designed to be 
of not less than three thousand five hundred gross tons and to be capable of 
a sustained speed of not less than fourteen knots, the applicant shall be required 
to pay the Commission not less than 124% per centum of the cost of such ves- 
sel, and in the case of any other vessel the applicant shall be required to pay 
the Commission not less than 25 per centum of the cost of such vessel (ex- 
cluding from such cost, in either case, the cost of national-defense features) ; 
and the balance of such purchase price shall be paid by the applicant within 
twenty years in not to exceed twenty equal anual installments, with interest 
at 3% per centum per annum, secured by a preferred mortgage on the vessel 
sold and otherwise secured as the Commission may determine: Provided, That, 
notwithstanding any other provisions of law, the balance of the purchase price 
of a passenger vessel constructed under this section which is delivered subse- 
quent to March 8, 1946, and which has the tonnage, speed, passenger accommoda- 
tions, and other characteristics set forth in section 503 of this Act, may, with 
the approval of the Commission, be secured as provided in such section, and 
the obligation of the purchaser of such a vessel shall be satisfied and discharged 
as provided in such section: And provided, That in case a vessel is to be con- 
structed under this section for an applicant who has as his principal place 
of business a place on the Pacific coast of the United States (but not includ- 
ing one who having been in business on or before August 1, 1935, has changed 
his principal place of business to a place on the Pacific coast of the United 
States after such date), to be operated in a coastwise, interceastal, or other 
domestic service, route, or line from or on the Pacific coast of the United States, 
and the amount of the lowest responsible bid of shipyards on such coast for the 
construction of such vessel does not.exceed the amount of the lowest responsible 
bid therefor of shipyards on the Atlantic coast of the United States by more 
than 6 per centum of the amount of the bid of such Atlantic coast shipyard, 
such vessel shall be constructed for the applicant by the Commission only if 
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the applicant accepts such lowest responsible bid of the Pacific coast ship- 
yard, and agrees to designate and continue as the home port of the vessel to 
be constructed a port on the Pacific coast of the United States. The minimum 
rate of interest on deferred payments shall be three-fourths of 1 per centum 
lower than the minimum rate which would otherwise be applicable, with respect 
to the periods of construction of such vessel and its operation exclusively in 
coastwise, intercoastal, and other domestic trade. Such lower interest rate 
shall not apply with respect to any period in which the applicant— 

[ (1) Does not continue as its home port a port on the Pacific coast of the United 
States ;] 

[(2) Operates the vessel in coastwise or other domestic trade other than on 
the Pacific coast ;] 

[(3) Operates the vessel in intercoastal or foreign trade except to and from 
ports on the Pacific coast; or] 

[(4) Having been in business before August 1, 1935, and having changed his 
principal place of business to a place on the Pacific coast after such date, main- 
tains his principal place of business at any place on the Pacific coast.] 

Sec. 510. (b) In order to promote the construction of new, safe, and efficient 
vessels to carry the domestic and foreign waterborne commerce of the United 
States, the Commission is authorized, subject to the provisions of this section, 
to acquire any obsolete vessel in exchange for an allowance of credit. The 
amount of such aJlowance shall be determined at the time the owner contracts for 
the construction or purchase of a new vessel. The allowance shall not be 
paid to the owner of the obsolete vessel but shall be applied upon the purchase 
price of a new vessel. [In the case of a new vessel constructed under the pro- 
visions of this Act, such allowance may, under such terms and conditions as the 
Commission may prescribe be applied upon the cash payments required under 
this Act. In case the new vessel is not constructed under the provisions of this 
Act, the] The allowance shall, upon transfer of the obsolete vessel to the Com- 
mission, be paid, for the account of the owner, to the person selling or to the 
shipbuilder constructing such new vessel. 

“Sec. 512. (a) Any citizen of the United States who owns in whole or in part 
any vessel of not less than two thousand gross tons documented under the laws 
of the United States and operated without the aid of an operating-differential 
subsidy continued in effect pursuant to Section 22 of the Merchant Marine Act 
Amendments of 1953 may, at his election, amortize the cost of such vessel in such 
manner and in such annual amount as he deems appropriate, and for the pur- 
poses of Federal income and excess-profits tares shall, subject to the limitations 
hereinafter provided, be entitled in any taxable year beginning after December 
$1, 1949, to a deduction of the portion of the cost so amortized in such tarable 
year. The amortization deduction under this section with respect to any vessel 
for any tarable year shall be in lieu of the deduction for erhaustion, wear and 
tear, and obsolescence with respect to such vessel for such year. 

“(b) The cost that may be amortized under this section shall be the cost or 
other basis (under the Federal income-taz laws) to the owner upon the acquisition 
of the vessel, except that, in the case of any vessel acquired prior to the first day 
of the first taxable year for which an election with respect to such vessel is made 
under this section, the cost that may be amortized under this section shall be 
deemed to be the adjusted basis (for determining gain under the Federal income- 
taw laws) of the vessel on the first day of such first tarable year for which an 
amortization deduction with respect to the vessel is taken under this section. In 
either case proper adjustment to the cost that may be amortized shall be made 
for subsequent expenditures, receipts, retirements, or other similar items properly 
includible in the capital account of the vessel. 

“(c) The amortization deduction that may be taken for any taxable year with 
respect to any vessel shall in no event be greater than an amount equal to one- 
fifth of the adjusted basis (for determining gain under the Federal income-tar 
laws) of the vessel as of the close of such tarvable year (such adjusted basis for 
this purpose to be computed without regard to any amortization deduction under 
this section with respect to the vessel for such taxable year or prior texable 
years). For the purposes of Federal income and ercess-profits tar laws, the 
basis of a vessel with respect to which an amortization deduction is taken under 
this section shall not be adjusted for amortization allowable under this section 
which was not actually taken and allowed. 

“(d) The election of the taxpayer to take the amortization deduction for any 
vear with respect to any vessel shall be made only by a statement in its tax return 
for such taxable year setting forth the vessel or vessels in respect of which an 
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amortization deduction is being taken and the amount for each such vessel as 
determined by the owner. Such election (including the amounts so determined) 
shall be irrevocable for the particular tarable year for which made. 

“(e) In determining the maximum amount which the United States shall be 
required to pay with respect to a vessel purchased or requisitioned by it, which 
vessel is subject to the provisions of section 802, the amortization taken pursuant 
to subparagraph (c) of this section shall be controlling in determining the depreci- 
ated value of such vessel: Provided, however, That if the taxpayer returns to the 
Commission any net tax benefits which he may have received over the entire life of 
the vessel prior to its purchase or requisition by the United States, over and above 
the tax benefits which would have heen received had depreciation been computed 
on the basis of a twenty-year useful life, then depreciation for the purposes of 
section 802 shall be computed on the basis of such twenty-year useful life. 

“(f) The depreciation taken pursuant to subparagraph (c) of this section shall 
be controlling in fixing the depreciated value of an obsolete vessel in connection 
with determining the amount of the allowance of credit to be made therefor by 
the Commission under the provisions of section 510 (d): Provided, however, 
That if the tarpayer returns to the Commission any net tax benefits which he may 
have received over the entire life of the vessel prior to its acquisition by the 
Commission under section 510, over and above the tax benefits which would have 
been received had depreciation been computed on the basis of a twenty-year 
useful life, then depreciation for the purposes of section 510 (d) shall be com- 
puted on the basis of such twenty-year useful life. 

“(g) If any vessel with respect to which an amortization deduction has been 
allowed as provided in subparagraph (a) of this section (or property having 
a substituted basis by reference to such vessel) is sold, exchanged, distributed, 
or otherwise disposed of (except as provided in subparagraph (f) of this section 
and except to the extent that gain is not recognized by reason of section 511 (c) 
of this Act as amended or section 112 of the Internal Revenue Code), then the 
excess over the adjusted basis of the vessel (or of the property having a sub- 
stituted basis by reference to such vessel), of— 

(1) in the case of a sale or exchange, the amount realized ; or 
(2) in the case of a distribution or disposition other than by sale or ea- 
change, the fair market value of the vessel or property at the time of such 
distribution or disposition; 
shall, to the extent of the excess of such amortization deductions allowed, over 
the amount of depreciation deductions which would otherwise have been allowed, 
be considered for the purposes of the provisions of title I of the Internal Revenue 
Code, as short-term capital gain. For Federal tax purposes, the earnings and 
profits of any corporation which has been allowed an amortization deduction as 
provided in this section shall not be decreased by the excess of the amortization 
deduction for any tarable year over the amount of the depreciation deduction 
which would otherwise have been allowable for such year. The term ‘substituted 
basis’ as used in this section shall have the same meaning as in section 113 (b) (2) 
of the Internal Revenue Code.” 


TITLE VI—OPERATING-DIFFERENTIAL SUBSIDY 


Sec. 601. (a) The Commission is authorized and directed to consider the 
application of any citizen of the United States for financial aid for the account of 
the licensed and unlicensed personnel employed or to be employed in the operation 
of a vessel or vessels, which are to be used [in an essential service] in the foreign 
commerce of the United States. No such application shall be approved by the 
Commission unless it determines that (1) the operation of such vessel or vessels 
[in such service, route, or line is required] is necessary or appropriate in order 
to meet foreign-flag competition and to promote the foreign commerce of the 
United States, and that such vessel or vessels were built in the United States, or 
have been documented under the laws of the United States not later than February 
1, 1928, or actually ordered and under construction for the account of citizens 
of the United States prior to such date; (2) the applicant owns, or can and will 
build or purchase, a vessel or vessels of the size, type and speed [and number,J 
and with the proper equipment required to enable him to [operate and maintain 
the service, route, or line, in such manner as may be necessary to] meet com- 
petitive conditions, and to promote foreign commerce ; (3) the applicant possesses 
the ability, experience, financial resources, and other qualifications necessary to 
enable him to [conduct the proposed operations of] operate and maintain the 
vessel or vessels as to meet competitive conditions and promote foreign commerce; 
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(4) the granting of the aid applied for is [necessary to place the proposed opera- 
tions of the vessel or vessels on a parity with those of foreign competitors, and is] 
reasonably calculated to carry out effectively the purposes and policy of this Act. 

(b) Every application for [an operating] a waye-differential subsidy under the 
provisions of this title shall be accompanied by statements disclosing the names 
of all persons having any pecuniary interest, direct or indirect, in such applica- 
tion, or in the ownership or use of [the] any vessel [or vessels, routes, or lines] 
covered thereby, and the nature and extent of any such interest, together with 
such financial and other statements as may be required by the Commission. All 
such statements shall be under oath or affirmation and in such form as the Com- 
mission shall prescribe. Any person who, in an application for financial aid 
under this title or in any statement required to be filed therewith, wilfully makes 
any untrue statement of a material fact, shall be guilty of a misdemeanor. 

[Sec. 602. No contract for an operating-differential subsidy shall be made by 
the Commission for the operation of a vessel or vessels to meet foreign competi- 
tion, except direct foreign-flag competition, until and unless the Commission, 
after a full and complete investigation and hearing, shall determine that an 
operating subsidy is necessary to meet competition of foreign-flag ships.] 

Sec. 608. (a) If the Commission approves the application, it may enter into 
a contract with the applicant for the payment of [an operating] a wage-differen- 
tial subsidy determined in accordance with the provisions of subsection (b) of 
this section, for the operation of such vessel or vessels in [such service, route, or 
line] the foreign commerce of the United States for a period not exceeding 
twenty years, and subject to such reasonable terms and conditions, consistent 
with this Act, as the Commission shall require to effectuate the purposes and 
policy of this Act [, including a performance bond with approved sureties, if 
such bond is required by the Commission]. 

(b) Such contract shall provide that the amount of the [operating] wage- 
differential subsidy [shall not exceed the excess of the fair and reasonable cost 
of insurance, maintenance, repairs not compensated by insurance, wages and 
subsistence of officers and crews, and any other items of expense in which the 
Commission shall find and determine that the applicant is at a substantial dis- 
advantage in competition with vessels of the foreign country hereinafter referred 
to, in the operation under United States registry of the vessel or vessels covered 
by the contract, over the estimated fair and reasonable cost of the same items of 
expense (after deducting therefrom any estimated increase in such items necessi- 
tated by features incorporated pursuant to the provisions of section 501 (b)) if 
such vessel or vessels were operated under the registry of a foreign country 
whose vessels are substantial competitiors of the vessel or vessels covered by 
the contract] with respect to any vessel for each voyage in the foreign commerce 
of the United States shall be an amount equal to the excess of the actual wage 
cost (officers and crew) for such voyage (or of a constructive wage cost deter- 
mined by the Commission by using the applicable prevailing fulltime monthly 
earnings published under section 808 in lieu of actual wage rates, if the construc- 
tive wage cost so determined is less than actual wage cost) over what the Com- 
mission determines would have been the wage cost of operating such vessel on 
such voyage under the flag of the foreign country whose vessels are the principal 
competitors of vessels of the United States in foreign commerce. 

(Sec. 604. If in the case of any particular foreign trade route the Commission 
shall find after consultation with the Secretary of State, that the subsidy pro- 
vided for in this title is in any respect inadequate to offset the effect of govern- 
mental aid paid to foreign competitors, it may grant such additional subsidy as it 
determines to be necessary for that purpose: Provided, That no such additional 
subsidy shall be granted except upon an affirmative vote of four of the members 
of the Commission.] 

Sec. 605. (a) No wage [operating]-differential subsidy shall be paid for the 
operation of any vessel on a voyage on which it engages in coastwise or 
intercoastal trade: Provided, however, That such subsidy may be paid [on 
a round-the-world voyage or a round voyage from the west coast of the United 
States to a European port or ports or a round voyage from the Atlantic coast 
to the Orient which includes intercoastal ports of the United States or a vovage 
in foreign trade on which the vessel may stop at an island possession or island 
territory of the United States] with respect to any such voyage if the contractor 
engaged in such coastwise or intercoastal trade as an incident to an oneration 
in the foreign trade of the United States prior to August 15, 1945, and if the 
subsidized vessel earns any gross revenue on the carriage of mail, passengers, 


83116—53—»t. 1 2 





AMEND 1936 MERCHANT MARINE ACT 


or cargo by reason of such coastal or intercoastal trade the subsidy payment 
for the entire voyage shall be reduced by an amount which bears the same ratio 
to the subsidy otherwise payable as such gross revenue bears to the gross rey 
enue derived from the entire voyage. No vessel operating on the Great Lakes 
or on the inland waterways of the United States shall be considered for the 
purposes of this Act to be operating in foreign trade. 

[(c) No contract shall be made under this title with respect to a vessel to 
be operated on a service, route, or line served by citizens of the United States 
which would be in addition to the existing service, or services, unless the Com- 
mission shall determine after proper hearing of all parties that the service al- 
ready provided by vessels of United States registry in such service, route, or 
line is inadequate and that in the accomplishment of the purposes and policy 
of this Act additional vessels should be operated thereon; and no contract 
shall be made with respect to a vessel operated or to be operated in a service, 
route or line served by two or more citizens of the United States with vessels 
of United States registry if the Commission shall determine the effect of such 
a contract would be to give undue advantage or be unduly prejudicial, as be 
tween citizens of the United States, in the operation of vessels in competitive 
services, routes, or lines, unless following public hearing, due notice of which 
shall be given to each line serving the route, the Commission shall find that 
it is necessary to enter into such contract in order to provide adequate service 
by vessels of United States registry. The Commission, in determining for the 
purposes of this section whether services are competitive, shall take into con- 
sideration the type, size, and speed of the vessels employed, whether passenger 
or cargo, or combination passenger and cargo, vessels, the ports or ranges 
between which they run, the character of cargo carried, and such other facts 
as it may deem proper.] 

[Sec. 606. Every contract for an operating-differential subsidy under this 
title shall provide (1) that the amount of the future payments to the contractor 
shall be subject to review and readjustment from time to time, but not more 
frequently than once a year, at the instance of the Commission or of the con- 
tractor. If any such readjustment cannot be reached by mutual agreement, the 
Commission on its own motion or on the application of the contractor, shall, 
after a proper hearing, determine the facts and make such readjustment in the 
amount of such future payments as it may determine to be fair and reasonable 
and in the public interest. The testimony in every such proceeding shall be 
reduced to writing and filed in the office of the Commission. Its decision shall 
be based upon and governed by the changes which may have occurred since the 
date of the said contract, with respect to the items theretofore considered and on 
which such contract was based, and other conditions affecting shipping, and shall 
be promulgated in a formal order, which shall be accompanied by a report in 
writing in which the Commission shall state its findings of fact; (2) that the 
compensation to be paid under it shall be reduced, under such terms and in 
such amounts as the Commission shall determine, for any periods in which 
the vessel or vessels are laid up; (3) that if the Commission shall determine 
that a change in the service, route, or line, which is receiving an operating-differ- 
ential subsidy under this title is necessary in the accomplishment of the purposes 
of this Act, it may make such change upon such readjustment of payments to 
the contractor as shall be arrived at by the method prescribed in clause (1) of 
these conditions; (4) that if at any time the contractor receiving an operating- 
differential subsidy claims that he cannot maintain and operate his vessels on 
such service, route, or line with a reasonable profit upon his investment, and 
applies to the Commission for a modification or rescission of his contract to 
maintain such service, route, or line, and the Commission determines that such 
claim is proved, the Commission shall modify or rescind such contract and 
permit the contractor to withdraw such vessels from such service, route, or line, 
upon a date fixed by the Commission, and upon the date of such withdrawal 
the further payment of the operating-differential subsidy shall cease and the 
contractor be discharged from any further obligation under such contract; (5) 
that when at the end of any ten-year period during which an operating-differen- 
tial subsidy has been paid, or when prior to the end of any such ten-year period 
the contract shall be terminated, if the net profit of the contractor on his sub- 
sidized vessels and services incident thereto during such period or time (with- 
out regard to capital gains and capital losses), after deduction of depreciation 
charges based upon a life expectancy of the subsidized vessels determined as 
provided in section 607 (b) has averaged more than 10 per centum per annum 
upon the contractor’s capital investment necessarily employed in the operation 
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of the subsidized vessels, services, routes, and lines, the contractor shall pay 
to the United States an amount equal to one-haif of such profits in excess of 
10 per centum per annum as partial or complete rein.bursement for operating- 
differential subsidy payments received by the contractor for such ten-year 
period, but the amount of excessive profit so recaptured shall not in any case 
exceed the amount of the operating-differential subsidy payments theretofore 
made to the contractor for such period under such contract and the repayment 
of such reimbursement to the Commission shall be subject to the provisions of 
section 607; (6) that the contractor shall conduct his operations with respect 
to the vessel’s services, routes, and lines covered by his contract in the most 
economical and efficient manner, but with due regard to the wage and manning 
scales and working conditions prescribed by the Commission as provided in title 
Iil; and (7) that whenever practicable, the operator shall use only articles, 
materials, and supplies of the growth, production, and manufacture of the 
United States, as defined in section 505a herein, except when it is necessary to 
purchase supplies and equipment outside the United States to enable such ves- 
sel to continue and complete her voyage, and the operator shall perform repairs 
to subsidized vessels within the continental limits of the United States, except in 
an emergency.] 

[Sec. 607. (a) Every contract for an operating-differential subsidy made under 
authority of this title shall provide that the contractor shall be entitled to an- 
nually withdraw from net earnings of subsidized vessels and services incident 
thereto as profit, if the contractor is a natural person or a partnership, or may 
pay to its shareholders or stockholders, as dividends, if the contractor is an 
association or corporation, a sum not in excess of 10 per centum per annum on 
the contractor’s capital necessarily employed in his business except subject to the 
further provisions of this section which likewise shall be incorporated in such 
contract.J 

{(b) To insure the prompt payment of the contractor’s obligations to the 
United States and the replacement of the contractor’s subsidized vessels as may 
be required, the contractor shall create and maintain, out of gross earnings, 
during the life of such contract, a “capital reserve fund’, in such depository or 
depositories as may be approved by the Commission. In this fund the contractor 
shall deposit annually or oftener, as the Comission may require, an amount equal 
to the annual depreciation charges on the contractor’s vessels on which the oper- 
ating-dilfferential is being paid, such depreciation charges to be computed on a 
twenty-year life expectancy of the subsidized vessels except that the life expect- 
ancy of a vessel which shall have been or is to be wholly or partially recon 
structed or reconditioned shall upon request be determined jointly by the Secre- 
tary of the Treasury and the Commission, and the depreciation charges on such 
vessel shall be computed on the life expectancy so determined. Provided, how- 
ever, That if, during any accounting year, the annual depreciation charges on the 
contractor’s line of subsidized vessels has not been earned, in whole or in part, 
over and above the annual expense of operation of such vessels (exclusive of said 
annual depreciation thereon), the contractor shall not be required to deposit in 
his capital reserve fund for such accounting year a sum in excess of the 
amount of annual depreciation actually earned during that year but shall make 
up any and all deficiencies in his capital reserve fund as soon as the earnings of 
his subsidized vessels in excess of annual expenses of operation shall permit. 
The proceeds of all insurance and indemnities received by the contractor on 
account of total loss of any subsidized vessel and the proceeds of any sale or 
other disposition of such vessel shall also be deposited in the capital reserve 
fund.J 

[The contractor shall also deposit in the capital reserve fund, from time to 
time, such percentage of the annual net profits of the contractor’s business covered 
by the contract as the Commission shall determined is necessary to further build 
up a fund for replacement of the contractor’s subsidized ships; but the Com- 
mission shall not require the contractor to make such deposit of the contractor’s 
net profits in the capital reserve fund unless the cumulative net profits of the 
contractor, at the time such deposit is to be made, shall be in excess of 10 per 
centum per annum from the date the contract was executed. From the capital 
reserve fund so created, the contractor may pay the principal, when due, on all 
notes secured by mortgage on the subsidized vessels and may make disbursements 
for the purchase of replacement vessels or reconstruction of vessels or additional 
vessels to be employed by the contractor on an essential foreign-trade line, route, 
or service approved by the Commission, but payments from the -apital reserve 
fund shall not be made for any other purpose. The contractor may, with the 
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consent of the Commission, pay from said fund any sums owing but not yet due 
on notes secured by mortgages on subsidized vessels.] 

{(c) To attain the public objects for which the financial aid provided for in 
such contract is extended and to insure the continued maintenance and successful 
operation of the subsidized vessels, the contractor shall create and maintain, 
during the life of such contract a “special reserve fund” in such depository or 
depositories as the Commission shall approve.] 

{If the profits, without regard to capital gains and capital losses, earned by 
the business of the subsidized vessels and services incident thereto exceed 10 per 
centum per annum and exceed the percentage of profits deposited in the capital 
reserve fund, 1s provided in subsection (b) of this section, the contractor shall 
deposit annually such excess profits in this reserve fund. From the special 
reserve fund the contractor may make the following disbursements and no others: 

((1) Reimbursement to the contractor’s general funds for any losses on the 
operation of the subsidized vessels and services incident thereto sustained sub- 
sequent to the execution of the operating-differential-subsidy contract J 

{(2) Reimbursement to the contractor’s general funds for current operating 
losses on completed voyages of subsidized vessels whenever the Commission shall 
determine it is improbable that such current losses will be made up by profits 
on other voyages during the current year ;J 

[(3) Payment of amounts due from the contractor to the Commission for 
reimbursement as provided in clause 5 of section 606, but such reimbursement 
shall be deferred until the amount on deposit in the special reserve fund shall 
be sufficiently in excess of 5 per centum of the capital necessarily employed in the 
business so that payment of such reimbursement to the Commission will not 
reduce the special reserve fund below a sum equal to such 5 per centum of capital 
necessarily employed in the business: Provided, That such reimbursement to the 
Commission, if so deferred, shall be payable upon termination of the contract 
from any amounts then in the special reserve fund and the capital reserve fund: 
Provided further, That if any amount shall have been transferred to the general 
funds of the contractor from either of such reserve funds and not repaid thereto, 
or if prepayments of amount not due before one year after the date of termination 
of the contract have been made from the capital reserve fund pursuant to sub- 
section (b) of this section, then the balance of such reimbursement not paid 
out of said reserve funds shall be payable out of any other assets of the contractor, 
but the amounts so payable from such assets shall not exceed in the aggregate 
the sum of the amounts so transferred and not revaid, and the amounts of such 
prepayments ; 

[(4) After reimbursement to the contractor’s general funds of all operating 
losses has been made, as provided im clause 1, and after reimbursement to the 
Commission of all amounts due from the contractor, as determined under clause 
5 of section 606, if the amount accumulated in the special reserve fund shall 
then be in excess of 5 per centum of the capital necessarily employed in the 
business, the contractor may, if the Commission approves, withdraw some or 
all of such excess reserve and pay the sum so withdrawn into the contractor’s 
general funds or distribute the sum so withdrawn as a special dividend to the 
contractor’s shareholders or stockholders or as a bonus to officers or employees, 
as the contractor may determine.J 

{(d) The Commission shall adopt and prescribe rules and regulations for the 
administration of the reserve funds contemplated by this section and shall include 
therein a definition of the term “net earnings” and the term “capital necessarily 
employed in the business”, as such terms are employed in this section: Provided, 
however, That the term “net earnings” shall take into account as a proper 
accounting charge to operation of vessels expense, an annual depreciation charge 
on the vessels, computed on the economic life of the vessel as provided in section 
607 ‘b) and the term “capital necessarily employed in the business” shall not 
include borrowed capital.J 

[Upon application of the contractor, the Commission in its discretion, may 
permit the investment by the operator of some or all of the contractor's capital 
and special reserve fund in approved interest-bearing securities, approved by 
the Commission, upon condition that the interest on such securities shall be 
deposited in the capital reserve fund.] 

[(e) If, during any accounting year, the contractor’s general funds have 
become seriously depleted due to operating losses on the subsidized vessels and 
the special reserve fund has been exhausted, the Commission may, in its dis- 
cretion, permit the contractor temporarily to withdraw from his capital reserve 
fund such excess therein on deposit over and above the amount necessary to 
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pay the principal amount currently due or about to become due on the con- 
tractor’s mortgage obligation on the subsidized vessels: Provided, however, That 
the sum so withdrawn shall be repaid to the capital reserve fund as soon as the 
contractor’s financial condition shall permit.] 

[(f) Unless otherwise provided in the operating-differential subsidy contract, 
upon the termination of any such contract, the reserve funds required under this 
Act shall be the property of the contractor, except for such amounts as may be 
due the United States.] 

((g) With the approval of the Commission, the contractor may voluntarily 
increase the amount of either or both reserve funds by depositing in such fund 
or funds any or all of the earnings otherwise available for distribution to stock- 
holders, or may transfer funds from the special reserve funds to the capital 
reserve funds. If a voluntary deposit of earnings approved by the Commission 
under this subsection after December 31, 1950, results in an overpayment of 
Federal taxes for any year, interest shall not be allowed on such overpayment 
for any period prior to the date of approval of the deposit by the Commission.] 

C(h) The earnings of any contractor receiving an operating-differential sub- 
sidy under authority of this Act, which are deposited in the contractor's reserve 
funds as provided in this section, except earnings withdrawn from the special 
reserve funds and paid into the contractor’s general funds or distributed as 
dividends or bonuses as provided in paragraph 4 of subsection (c) of this section, 
shall be exempt from all Federal taxes. Earnings withdrawn from such special 
reserve fund shall be taxable as if earned during the year of withdrawal from 
such fund.J] 

Src. 608. No contract executed under this title or any interest therein shall 
be sold, assigned, or transferred, either directly or indirectly, or through any 
reorganization, merger, or consolidation [, nor shall any agreement or arrange- 
ment be made by the holder whereby the maintenance, management, or operation 
of the service, route, line, vessel, or vessels is to be performed by any other 
person] without the written consent of the Commission. [If it consents to such 
agreement or arrangement, the agreement or arrangement shall make provision 
whereby the perscn undertaking such maintenance, management or operation 
agrees to be bound by all of the provisions of the contract and of this Act ap- 
plicable thereto, and the rules and regulations prescribed pursuant to this Act. 
If the holder of any such contract shall voluntarily sell such contract or any 
interest therein, or make such assignment, transfer, agreement, or arrange- 
ment whereby the maintenance, management, or operation of the service, route, 
line, vessel or vessels is to be performed by any other person, without the con- 
sent of the Commission, or if the operation of the service, route, line or vessel, 
shall pass out of the direct control of the holder of such contract by reason of 
any voluntary or involuntary receivership or bankruptcy proceedings, the Com- 
mission shall have the right to modify or rescind such contract, without further 
liability thereon by the United States, and is hereby vested with exclusive juris- 
diction to determine the purposes for which any payments made by it under 
such contract shall be expended.J 


TITLE VII—PRIVATE CHARTER OPERATION 


Nore.—The following sections under this title would be eliminated: 


Sec. 704. Charter or sale of vessels acquired by Commission. 
Sec. 705. Employment of vessels on foreign trade routes; selection of routes; encouraging 
private operation by sale or charter ; selling price. 
Sec. . Advertising for bids for charters ; rejection of bids. 
Sec. . Awarding charter on bids. 
Sec. . Payment of subsidies to charterers. 
Sec. . Excess profits; payment to Commission; formula for determining profit. 
Sec. . Undertaking required of charterer. 
Sec. Terms and conditions of charters. 
. Insurance requirements; repairs; inspection by Commission; termination of 
charter in national emergency. 
Sec. . Financial resources and other factors considered in awarding charters. 
. Construction and chartering of vessels for unsuccessful routes ; purchase of vessel 
by charterer; operation of vessel in foreign trade; purchase price. 


TITLE VIII—CONTRACT PROVISIONS 


Notrge.—The following sections under this title would be eliminated: 


Sec. 808. Pecuniary interest of contractor in persons furnishing supplies and services to 
subsidized vessel forbidden. 

Sec. 805. (b) Contractor in default paying more than specified salary. 

Sec. 805. (c) Limitation on salary expenses in computing recapture obligation. 
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COMMENTS BY PROPONENTS 


PRINCIPAL FEATURES OF Proposep BILL ENTITLED “MERCHANT MARINE ACT 


AMENDMENTS OF 1953 
Principal features of the plan are as follows: 
OPERATIONS 


(1) A limited wage subsidy for the account of licensed and unlicensed per- 
sonnel would be made generally available for the operation of American ships 
in United States foreign commerce, without recapture and without regard to 
so-called “essential routes.” Such subsidy would be measured by the difference 
between foreign wage costs and the lower of (a) actual American wage costs 
or (6b) constructive American wage costs based on the full-time monthly earnings 
in basic American industries of employees in occupations determined to be most 
comparable with those on shipboard. 

(2) No subsidy would be paid on any voyage in which a vessel is engaged in 
domestic trade. 

(3) Companies subsidized under existing law could elect to continue under 
existing contracts or terminate the same and make new wage-differential agree- 
ments. Existing contracts when expired could not be renewed. 


FINANCIAL 


(4) Existing discriminatory tax treatment would be gradually eliminated by 
the repeal of section 607. Section 511 would remain available to subsidized and 
nonsubsidized companies alike. Because of determined past opposition from 
the Treasury Department, the bill contains no provisions to liberalize section 511 
to bring it more in line with section 607. Policy questions involved in such 
liberalization would have to be determined by the appropriate legislative com- 
mittees after hearings. The bill does, however, provide for a new section 512 
making provision for accelerated amortization. Under this new section all 
American-flag vessels, whether receiving operating subsidies or not could be 
depreciated for tax purposes in an annual amount up to one-fifth of their adjusted 
basis. Companies electing to serve out existing operating subsidy agreements 
could utilize section 607 funds until expiration of existing contracts. 

(5) Restrictions against related activities (stevedoring, etc.) and on salary 
payments, etc., would be repealed. 

(6) Existing title VII provisions for the disposition and operation of ships 
constructed in the future by the Government would be repealed and Maritime 
would be expected to seek new legislation when it proposed to sell, charter, or 
operate such ships. 


PROPOSED BILL 
To amend section 901 of the Merchant Marine Act, 1936, as amended. 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 901 of the Merchant Marine Act, 
1936, as amended (U. 8S. C. title 46, sec. 1241) is amended by adding at the end 
thereof a paragraph reading as follows: 

“Waterborne cargo or passengers under the control of the United States Gov- 
ernment shall be transported in privately owned and/or operated vessels docu- 
mented under the laws of the United States to the extent of the capacity and 
ability of such vessels to perform the services required and at fair and reasonable 
American rates and charges. Any shipping services performed by Government- 
owned or operated vessels shall be auxiliary and supplementary to such services 
as are being or can be supplied by privately owned and operated American vessels, 
Nothing herein contained shall impair or threaten the national security of the 
United States.” 
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COMMENTS BY PROPONENTS 


GOVERNMENT PATRONAGE OF AMERICAN FLAG SHIPPING SERVICES. NONCOMPETI- 
rion BY GOVERNMENT-OPERATED SHIPPING SERVICE WITH AMERICAN PRIVATE 
I. NTERPRISE SHIPPING 


Description.—It is our belief that American private business enterprises are 
entitled to the patronage of the United States Government and should be per- 
mitted and encouraged to supply the Government’s requirements in materials 
and services to the extent of the capacity and ability of such private enterprises 
to meet the Government’s requirements and at fair and reasonable charges 
We think this is the basic concept of private enterprise. We believe that it has 
been responsible for the growth and prosperity of the United States. We do 
not believe that any Government agency should go into competition with private 
enterprise, unless the requirements of the Government—taking into account 
the public interest and national defense—cannot be adequately met in time, 
quality, and service by such private enterprises. We suggest that where the 
Government's requirewents for particular or peculiar reasons are outside the 
capacity of private enterprise, then and only then, should the Government pro- 
duce materials and perform services, and that under such circumstances, these 
should be auxiliary and supplementary to such as can be supplied by private 
enterprise. ’ 

We believe that the Military Sea Transport Service is performing certain 
commercial-type shipping operations which impinge upon this concept and 
policy. We respectfully ask that the Committee give serious consideration to a 
requirement which fits accurately within the framework of the policy we have 
endeavored to describe. We believe a provision to this effect should be added 
to section 901 of the Merchant Marine Act of 1936, in language as shown. 


PROPOSED BILL 


To amend the Merchant Marine Act of 1936, as amended. 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (1) section 1209 (a) of the Merchant 
Marine Act, 1936, as amended (U. 8. C., title 46, sec. 1289 (a)) is amended to 
read as follows: 

“(a) (1) Subject to the provisions of paragraph (2) of this subsection (a), 
the Secretary, in the administration of this title, may issue such policies, rules, 
and regulations as he deems proper and may adjust and pay losses, compromise 
and settle claims, whether in favor of or against the United States and pay the 
amount of any judgment rendered against the United States in any suit, or the 
amount of any settlement agreed upon, in respect of any claim under insurance 
authorized by this title. 

“(2) In respect of hull insurance, the valuation in the policy for actual or 
constructive total loss of the vessel insured shall be such amount as the Secre- 
tary shall determine to be the fair and reasonable value of the vessel at the time 
of the attachment of the insurance under said policy: Provided, however, That 
the insured shall have the right within sixty days after the attachment of the 
insurance under said policy, or within sixty days after determination of such 
valuation by the Secretary, whichever is later, to reject such valuation, but 
shall continue to pay premiums upon such valuation at the rate provided for 
in said policy. In the event of the actual or constructive total loss of the vessel, 
if the insured has so rejected such valuation, the insured shall be paid 75 per 
centum of such valuation so determined by the Secretary and shall be entitled 
to sue the United States in a court having jurisdiction of such claims to recover 
such further amount as added to said 75 per centum would be equal to the just 
compensation which such court determines would have been payable if the 
vessel had been requisitioned for title under section 902 at the time of the attach- 
ment of the insurance under said policy. In the event of such court determina- 
tion, premiums under the policy shall be adjusted on the basis of the valuation 
as finally determined and of the rate provided for in said policy.” 

(2) All war risk insurance issued under title XII of the Merchant Marine Act, 
1936, which is in force on the date of the enactment of this Act, shall, as of the 
beginning of such date, be deemed to have been amended to conform to the 
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requirements of this Act unless the insured, within ten days after such date, 
objects to such amendment. 

Sec. 2. The tenth paragraph under the heading “Operating Differential Sub- 
sidies” in title II of the Independent Offices Appropriation Act, 1953, and the 
corresponding paragraphs of the Independent Offices Appropriation Act, 1952, and 
the Third Supplemental Appropriation Act, 1951, are hereby amended by striking 
out the words “by this or any other Act” and inserting in lieu thereof “by this 
Act or by any other Act enacted prior to the date of the enactment of this 
Act.” 

COMMENTS BY PROPONENTS 


War RISK INSURANCE. CORRECTION OF LIMITATIONS ADDED TO APPROPRIATION BILLS 


Description.—When appropriation bills for Commerce were passed by the 
Congress in the last three instances, there was added, over the objection of the 
shipping industry, the Maritime Administration and the Department of Com- 
merce, a provision limiting recoveries in the event of loss to “just compensation” 
as interpreted by the General Accouting Office. In each instance, this was 
stricken from the appropriation bill by the Senate, but unfortunately was restored 
in conference. 

The War Risk Insurance Act (Public Law 763, 81st Cong.), is only applicable in 
times of emergency when private enterprise insurance is unavailable or does not 
have the capacity to meet the heavy demands of emergency circumstances. It 
follows the pattern of private enterprise insurance through the payment of 
premiums by the insured, computed by the Government agency from day to 
day in an amount sufficient to cover the anticipated indemnities together with 
the cost of administration. A strikingly similar law was in effect during World 
War II, which was not only self-sustaining but resulted in an excess or profit 
to the Government of more than $100 million. Under these circumstances, we 
suggest that it is obviously inequitable to have the insured pay premiums on 
a given valuation and yet be faced with the uncertainty of recovery in the event 
of loss. We further suggest that it is improper, if it is not in fact unlawful, to 
say that the amount so recoverable shall be as the law is interpreted by the 
General Accounting Office. As far-as our knowledge extends, the courts were 
established for the interpretation of the law. Such a function has never been 
delegated to a Government agency. We therefore suggest that the Merchant 
Marine Act of 1936 be amended. 


PROPOSED BILL 


To amend the Merchant Marine Act, 1936, as amended, to promote and encourage 
the construction, and to expedite the financing from private sources, of vessels 
suitable for use in the foreign and domestic trade of the United States, and 
for defense purposes, and to encourage the maintenance of shipyards and to 
preserve the supply of skilled shipyard workers. 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That title V of the Merchant Marine Act, 1936, 
as amended, is amended by adding at the end thereof a new section to read as 
follows: 

“Sec. 512. (a) For purposes of this section a new vessel shall be (i) a vessel 
in excess of three thousand five hundred gross tons capable of a sustained speed 
of not less than fourteen knots, constructed in a shipyard located within the 
United States and delivered by the builder on or after January 1, 1952; (ii) 
acquired by a United States citizen for operation under the United States flag; 
(iii) suitable for use in the domestic or foreign commerce of the United States. 

“(b) Every citizen of the United States who has acquired a new vessel as 
herein defined shall, at his election, be entitled to depreciate the cost of acquisi- 
tion of such vessel, together with subsequent capital additions, over such period, 
not less than twenty years from date of acquisition, as he may determine. Such 
election shall not thereafter be subject to change except with the written consent 
of the United States and the owner of such vessel, and the depreciation so elected 
shall be deductible from gross income for purposes of Federal income, war profits 
and excess profits taxes. 

“(c) In addition to the depreciation allowable under subsection (b), every 
citizen of the United States who has acquired a new vessel as herein defined 
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shall, at his election, with respect to each taxable year, be entitled to amortize an 
additional amount not exceeding 5 per centum of the cost of acquisition of such 
vessel, together with subsequent capital additions, and the amortization so 
elected shall be deductible from gross income for purposes of Federal income, 
war profits and excess profits taxes. 

“(d) The election to take depreciation under subsection (b) shall be signified 
by a statement in the Federal income tax return of the owner of such vessel 
for the taxable year in which he acquires the vessel. Such statement shall set 
forth the vessel or vessels in respect of which the election is exercised and the 
basis upon which depreciation shall be taken. 

“(e) The election to take amortization under subsection (c) for any taxable 
year with respect to such vessel shall be signified by a statement in the Federal 
income tax return of the owner of such vessel for such taxable year. Such 
statement shall set forth the vessel or vessels in respect of which the election 
is exercised and the amount thereof with respect to each vessel as determined 
by the owner. Such election and the amount so determined shall be irrevocable 
for the year in which made. 

“(f) If at the end of the year in respect of which amortization is taken under 
subsection (c) the owner of such vessel shall be indebted to the United States 
under notes evidenced by a mortgage on the vessel, the amount of such amortiZa- 
tion shall be paid to the United States within thirty days after the due date of 
the Federal income tax return of the owner for such year in reduction of such 
indebtedness. Such payment shall be in addition to any other amount required 
to be paid under said notes and mortgage in respect of such year.” 


COMMENTS BY PROPONENTS 


UNIFORM PERIOD OF DEPRECIATION AND ACCELERATED AMORTIZATION 


In order that shipowners might with reasonable certainty compute the amorti- 
zation of their investment through the return of depreciation, and to assist in a 
more definite program where private financing and banking procedures are 
necessary, it would be helpful if the shipowner should know at the inception of 
his investment the depreciation period through which his investment might 
be amortized, and therefore definite computations in this respect might be made. 
The Congress has recognized in other sections of the Merchant Marine Act of 
1936, and it is generally recognized in all maritime nations, that the normal life 
of an ocean-going ship is approximately 20 years. At the present time the Bureau 
of Internal Revenue endeavors to match the amortization period to the actual 
experience of individual units. This necessarily involves estimating the useful 
life of a particular craft in cases where obviously an accurate determination is 
impossible. It would help in forward planning if the shipowner could know that 
in any event he might depend upon a normal depreciation allowance of 5 per- 
cent, and therefore an estimated life of 20 years. 

We also have on previous occasions, brought to the attention of your com- 
mittee the desirability of accelerated depreciation in the case of the operation 
of ocean-going vessels, This principle is recognized by nearly all foreign mari- 
time nations in varying degrees and in various ways. As we have pointed out 
heretofore, the earnings of the shipping industry fluctuate violently and it is 
highly desirable that the initial cost of the ship be amortized during periods when 
earnings are reasonably good, and that the shipowner thereby have an oppor- 
tunity of recouping his original investment. As an additional and further 
reason for accelerated amortization, the availability of these earnings for de- 
preciation reserve places the shipowner in a position to begin at an earlier date 
an orderly replacement program for the vessels to which accelerated amortization 
has been applicable. We therefore suggest the committee’s consideration of the 
inclusion in title V of the Merchant Marine Act of 1936, as amended, a new 
section which would provide for such uniform period of depreciation for such 
ocean-going vessels and further, would permit an accelerated rate of amortiza- 
tion on such vessels not to exceed an additional 5 percent of the cost of acquis!- 
tion, together with the normal depreciation of 5 percent. Specifically, in years 
of reasonably good earnings, it would be possible for the shipowners to accelerate 
such amortization through such earnings an additional 5 percent (total 10 per- 
cent) of the acquisition cost. 

As we stated, we believe this provision should be added in a new section under 
title V of the Act. 
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PROPOSED BILL 


To amend section 1105 of the Merchant Marine Act, 1936, as amended. 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1105 of the Merchant Marine 
Act, 1936, as amended (U.S. C. title 46, sec. 1275), is amended to read as follows: 

“(a) In the event of the happening of a defauit under an insured mortgage 
giving the mortgagee the right to foreclose, and failure on the part of the mort- 
gagor to correct the default within fifteen days after the date of notice by 
mortgagee, the mortgagee shall have the right to render to the Administrator, an 
assignment of the mortgage and of the notes, bonds or other evidences of indebted- 
ness secured by the mortgage, and of all collateral held by mortgagee secur- 
ing such mortgage, and to thereupon demand payment of the unpaid balance of 
principal of said mortgage and the interest due thereon. The Administrator 
shall have a period of thirty days from the date of such tender to satisfy him- 
self that the default exists. Unless the Administrator shall find, within such 
period of thirty days, that no default giving rise to the right of foreclosure has 
been committed, or that such default has been corrected and the mortgage 
reinstated within said fifteen days after notice from the mortgagor, he shall 
accept the assignment and thereafter, within sixty days from the date of such 
acceptance, shall pay to the mortgagee the full amount of unpaid balance of 
principal of the said mortgage, together with interest due thereon to the date of 
payment. Upon acceptance of such assignment the obligations of the mortgagee 
to pay the premium charges for insurance shall cease. 

“(b) Any amount required to be paid by the Administrator pursuant to sub- 
section (a) shall be paid out of the Fund to the extent that funds are available 
therein at the time such payment becomes due, and to the extent such funds are 
not available, the Secretary of the Treasury shall pay to the assignor of the 
insured mortgage any amount required to fully satisfy the claim, which amount 
is hereby authorized to be appropriated out of any money in the Treasury not 
otherwise appropriated. 

“(c) The United States shall have the right to foreclose the mortgage, or to 
take such other action against the mortgagor or any other parties liable under 
the mortgage or the collateral, that, in its discretion, may be required, and such 
suits may be brought in the name of the United States, or in the name of the 
mortgagee or assignee, and such mortgagee or assignee shall make available to 
the United States all records and evidence necessary to prosecute any such suit. 
The Administrator shall have the right in his discretion to accept a conveyance 
of title to and possession of the vessel from the mortgagor, and in the event 
of a sale by the United States Marshal under foreclosure proceedings, may 
recommend that the vessel be purchased by the United States. 

“(d) Notwithstanding any other provision of law relating to the acquisition, 
handling or disposal of property by the United States, the Administrator shall 
have the right to complete, recondition, reconstruct, renovate, repair, maintain, 
operate, charter or sell for cash or credit, in his discretion, any property, including 
the mortgaged vessel acquired by him pursuant to the assignment as provided 
in this section: and shall also have the power to pursue to final collection, by 
way of compromise or otherwise, all claims against mortgagors or persons liable 
under collateral assigned by mortgagees to the Administrator as herein provided.” 


COMMENTS BY PROPONENTS 
MORTGAGE INSURANCE 


One of the most important problems confronting the American shipowner 
today is the financing of new construction. As we have pointed out to your 
committee, the present vessels of the American Merchant Marine were built 
prior to World War II, or represent vessels acquired from the war-built fleet 
under the terms of the Ship Sales Act of 1946. It is therefore obvious that the 
necessity exists for the prompt beginning of an orderly replacement program 
to the end that these vessels be replaced in service by new and modern vessels; 
that the block obsolescence resulting from purchase from the war-built fleet be 
overcome; and that a balanced and economical work-load for the American ship- 
yards in the construction of such new vessels be provided. 

It has been evident to the American shipping industry that the present 
Administration desires the shipowner to finance the construction of such new 
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vessels to the extent possible, rather than to rely upon the ship mortgage provi- 
sions of the Merchant Marine Act of 1936, under which such vessel costs may 
be provided by the Government to the maximum extent of 75 percent thereof, 
and repaid by the shipowner in equal installments during a period of 20 years. 
One method of facilitating private financing would be to make the insured 
mortgage provisions of section 1105 of the Act more workable and more satis- 
factory to banks and other financial institutions, At the present time, in the 
event of default, under such insured mortgage the lender is required to actually 
take title to the mortgaged property before he can claim the relief provided, 
under which the Government issues debentures to the lender in an amount equal 
to the defaulted balance. Obviously, banks and lending institutions desire to 
avoid, and in many cases are unwil'ing to accept, the responsibility of the fore- 
closure proceedings, and further, are unwilling to accept the Governnent de- 
bentures in satisfaction of their claim under the mortgage. To facilitate this 
financing, we believe it is desirable in the event of default that the lender shall 
have the right to tender to the Government an assignment of the mortgage and 
all collateral documents, and to demand payment of the unpaid balance of 
principal and interest due. The Administrator would have a period of 30 days 
from the date of such tender to satisfy himself as to the existence of such default. 
The Administrator would be required to pay the lender the full amount of the 
unpaid balance of principal and interest, unless he found that no default existed, 
or had been corrected within a specified period. 

We therefore suggest that section 1105 of the Merchant Marine Act of 1936 
be accordingly amended. 


PROPOSED BILL 


To encourage the development and expansion of privately owned tramp shipping 
operations under the United States flag, and for other purposes. 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That Sections 601 (a), 603 (a), 605 
(c), 606, 607 (b), and 608, of the Merchant Marine Act, 1936 (U. 8S. C., Title 46, 
Sees. 1101 and the following), are amended by inserting after the word “service” 
wherever it appears therein the words “including tramp shipping service,”. 

Sec. 2. Section 6083 (b) of the Merchant Marine Act, 1936, is amended by 
adding at the end thereof the following: “In computing such operating-differen- 
tial subsidy for vessels engaged in tramp shipping service the Commission shall 
use the weighted average costs of all such items of expense for similar type 
vessels operated under the flags of major competing maritime nations. The 
operating-differential subsidy shall be paid to all vessels covered by the con- 
tracts therefor, provided such vessels operate primarily in the foreign trade 
and commerce of the United States, except that the Federal Maritime Board 
may authorize such vessels to operate between foreign ports in the course of a 
voyage beginning and terminating at a United States port and not longer than 
ninety days in duration unless the Federal Maritime Board shall consent to an 
extension of the period of such voyage.” 

Sro. 3. Section 604 of the Merchant Marine Act, 1936, is amended by striking 
at the beginning thereof the words “If in the case of any particular foreign 
trade route” and insert in lieu.thereof the word “Whenever”. 

Sec. 4. Section 605 of the Merchant Marine Act, 1936, is amended by adding 
at the end thereof the following paragraphs: 

“(d) The Federal Maritime Board shall contract to grant operating-differen- 
tial subsidies pursuant to this title to not over two hundred vessels engaged 
in tramp shipping services. The Federal Maritime Board shall specify the mini- 
mum and maximum number of vessels to be covered under subsidy contracts 
with any single operator for the operation of vessels in tramp shipping service, 
with the minimum limitation to be such as to insure reasonably adequate tramp 
service by such operator, and the maximum to be established to prevent over- 
expansion of operations by any single applicant in such manner as would 
preclude reasonable equality of treatment as between applicants having similar 
qualifications as operators. In determining the number of vessels to be covered 
by contracts for operating-differential subsidies for tramp shipping service the 
Federal Maritime Board shall consider the competitive effects thereof on other 
American vessels engaged in liner and tramp services. 

“(e) The Federal Maritime Board is directed and authorized to promulgate 
such rules and regulations as may be necessary and proper to require that 
vessels engaged in tramp shipping service shall not operate to the detriment of 
other American vessels engaged in liner services.” 
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Sec. 5. Section 607 (b) is amended by striking out the words “line of” after 
the words “the annual depreciation charges on the contractor’s”. 

Sec. 6. Title VI of the Merchant Marine Act, 1936, is amended by adding at 
the end thereof the following: 

“Sec. 613. Whenever the term ‘tramp shipping service’ is used in this title, 
it shall be deemed to include all operations of dry cargo vessels on irregular 
or unscheduled sailings, lifting on any one sailing not more than one type of 
cargo in bulk consigned to not more than one consignee.” 


PROPOSED BILL 
[Comparative Print] 


SHOWING PROPOSED AMENDMENTS TO 1936 MERCHANT MARINE ACT 


[New material in italics; existing law proposed to be omitted is enclosed in brackets] 
TITLE VI—OPERATING-DIFFERENTIAL SUBSIDY 


Sec. 601. (a) The Commission is authorized and directed to consider the 
application of any citizen of the United States for financial aid in the operation 
of a vessel or vessels, which are to be used in an essential service, including 
tramp shipping service, in the foreign commerce of the United States. No such 
application shall be approved by the Commission unless it determines that (1) 
the operation of such vessel or vessels in such service, including tramp shipping 
service, route, or line is required to meet foreign-flag competition and to pro- 
mote the foreign commerce of the United States, and that such vessel or vessels 
were built in the United States, or have been documented under the laws of 
the United States not later than February 1, 1928, or actually ordered and 
under construction for the account of citizens of the United States prior to 
such date; (2) the applicant owns, or can and will build or purchase, a vessel 
or vessels of the size, type, speed, and number, and with the proper equipment 
required to enable him to operate and maintain the service, including tramp 
shipping service, route or line, in such manner as may be necessary to meet 
competitive conditions, and to promote foreign commerce; (3) the applicant 
possesses the ability, experience, financial resources, and other qualifications 
necessary to enable him to conduct the proposed operations of the vessel or 
vessels as to meet competitive conditions and promote foreign commerce; (4) 
the granting of the aid applied for is necessary to place the proposed operations 
of the vessel or vessels on qa parity with those of foreign competitors, and is 
reasonably calculated to carry out effectively the purposes and policy of this Act. 

Sec. 603. (b) Such contract shall provide that the amount of the operating- 
differential subsidy shall not exceed the excess of the fair and reasonable cost of 
insurance, maintenance, repairs not compensated by insurance, wages and sub- 
sistence of officers and crews, and any other items of expense in which the Com- 
mission shall find and determine that the applicant is at a substantial disadvan- 
tage in competiiton with vessels of the foreign country hereinafter referred to, in 
the operation under United States registry of the vessel or vessels covered by the 
contract, over the estimated fair and reasonable cost of the same items of 
expense (after deducting therefrom any estimated increase in such items neces- 
sitated by features incorporated pursuant to the provisions of section 501 (b) ) 
if such vessel or vessels were operated under the registry of a foreign country 
whose vessels are substantial competitors of the vessel or vessels covered by the 
eontract. In computing such operating-differential subsidy for vessels engaged 
in tramp shipping service the Commission shall use the weighted average costs of 
all such items of expense for similar type vessels operated under the flags of major 
competing maritime nations. The operating-differential subsidy shall be paid to 
all vessels covered by the contracts therefor, provided such vessels operate pri- 
marily in the foreign trade and commerce of the United States, ercept that the 
Federal Maritime Board may authorize such vessels to operate between foreign 
ports in the course of a voyage beginning and terminating at a United States port 
and not longer than ninety days in duration unless the Federal Maritime Board 
shall consent to an extension of the period of such voyage. 

Sec. 604. [If in the case of any particular foreign trade route] Whenever the 
Commission shall find after consultation with the Secretary of State, that the 
subsidy provided for in this title is in any respect inadequate to offset the effect 
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of governmental aid paid to foreign competitors, it may grant such additional 
subsidy as it determines to be necessary for that purpose: Provided, That no such 
additional subsidy shall be granted except upon an affirmative vote of four of the 
members of the Commission. 

Sec. 605. (d@) The Federal Maritime Board shall contract to grant operating- 
differential subsidies pursuant to this title to not over two hundred vessels 
engaged in tramp shipping services. The Federal Maritime Board shall specify 
the minimum and maximum number of vessels to be covered under subsidy con- 
tracts with any single operator for the operation of vessels in tramp shipping 
service, with the minimum limitation to be such as to insure reasonably adequate 
tramp service by such operator, and the max.mum to be established to prevent 
overerpansion of operations by any single applicant in such manner as would 
preclude reasonable equality of treatment as between applicants having similar 
qualifications as operators. In determining the number of vessels to be covered 
by contracts for operating-differential subsidies for tramp shipping service the 
Federal Maritime Board shall consider the competitive effects thereof on other 
American vessels engaged in liner and tramp services. 

(e) The Federal Maritime Board is directed and authorized to promulgate such 
rules and regulations as may be necessary and proper to require that vessels 
engaged in tramp shipping service shall not operate to the detriment of other 
American vessels engaged in liner services. 

Sec. 607. (b) To insure the prompt payment of the contractor’s obligations to 
the United States and the replacement of the contractor’s subsidized vessels as 
may be required, the contractor shall create and maintain, out of gross earnings, 
during the life of such contract, a “capital reserve fund”, in such depository or 
depositories as may be approved by the Commission. In this fund the contractor 
shall deposit, annually or oftener, as the Commission may require, an amount 
equal to the annual depreciation charges on the contractor’s vessels on which the 
operating-differential is being paid, such depreciation charges to be computed on 
a twenty-year life expectancy of the subsidized vessels, except that the life 
expectancy of a vessel which shall have been or is to be wholly or partially 
reconstructed or reconditioned shall upon request be determined jointly by the 
Secretary of the Treasury and the Commission, and the depreciation charges on 
such vessel shall be computed on the life expectancy so determined: Provided, 
however, That if, during any accounting year, the annual depreciation charges on 
the contractor's [line of] subsidized vessels has not been earned, in whole or 
in part, over and above the annual expense of operation of such vessels (exclu- 
sive of said annual depreciation thereon), the contractor shall not be required 
to deposit in his capital reserve fund for such accounting year a sum in excess 
of the amount of annual depreciation actually earned during that year but shall 
make up any and all deficiencies in his capital reserve fund as soon as the earn- 
ings of his subsidized vessels in excess of annual expenses of operation shall 
permit. The proceeds of all insurance and indemnities received by the contractor 
on account of total loss of any subsidized vessel and the proceeds of any sale or 
other disposition of such vessel shall also be deposited in the capital reserve 
fund. * * ® 

Sec. 618. Whenever the term “tramp shipping service” is used in this title, it 
shall be deemed to include all operations of dry cargo vessels on irregular or 
unscheduled sailings, lifting on any one sailing not more than one type of cargo 
in bulk consigned to not more than one consignee. 


COMMENTS BY PROPONENTS 


ENCOURAGING DEVELOPMENT AND EXPANSION OF PRIVATELY OWNED TRAMP 
SHIPPING OPERATIONS UNDER THE UNITED STATES FLAG 


The purpose of the proposed bill is to make American-flag vessels engaged in 
the so-called tramp trades eligible for operating subsidy under the Merchant 
Marine Act of 1936. 

American-flag vessels engaged in foreign commerce of the United States gen- 
erally fall into two categories: (a) Liners and (b) tramps. Liners are vessels 
which travel on regular routes on regularly scheduled sailings. A tramp vessel 
is one which has no fixed route and no regular sched le of time for sailing, but 
carries cargoes whenever and wherever they may be offered to wherever they are 
destined. Generally speaking, liner ships carry package freight and a large 
number of various commodities. Tramp ships generally carry only a single bulk 
commolity on each voyage, such as coal, wheat, ore, and fertilizer. While liners 
operate on a fixed route and sail at regularly scheduled periods, the tramp vessel 





24 AMEND 1936 MERCHANT MARINE ACT 


may move a cargo of coal from Norfolk to Naples on one voyage and on its next 
voyage carry a cargo of wheat from Albany to Great Britain. 

Under the existing Merchant Marine Act of 1936, only vessels used on a “serv- 
ice, route, or line” are eligible to receive operating differential subsidy. Because 
a tramp operator does not operate on a fixed route, or line, he has been held to 
be ineligible for subsidy under the existing law. The proposed bill would amend 
the Merchant Marine Act of 1936 so as to make the American flag tramp operator 
eligible to obtain subsidy for his vessels engaged in the tramp trade and not 
used on a route or line. 

The first section of this bill amends seven sections of the existing act so as to 
provide that the qualifying language be changed from “service, route, or line” 
in the applicable sections of the act to read “service, including tramp shipping 
service, route, or line”. 

The second section of the proposed bill provides for the computing of the 
operating-differential subsidy for a vessel engaged in the tramp shipping service. 
Under the present Act, the operating subsidy is computed by determining the 
cost of competing foreign operators on the same route and finding the differen- 
tial between their cost and the American operators’ cost. As tramp ships are 
competing against the tramp ships of many nations, and as the competition for 
a particular cargo at a particular time may be with vessels of various and dif- 
ferent nationalities, this section provides that an average weighted cost for 
foreign-flag tramp vessels will be computed and the subsidy differential deter- 
mined by deducting that amount from the American operation cost for similar 
type tramp vessels. It may be seen that the basic principle of such computation 
is the same as that used in computing the present liner subsidy. 

Section 3 of the proposed bill is merely a word change so as to eliminate the 
concept of a particular foreign trade route as it appears in Section 604 so as not 
to preclude tramp operators. 

Section 4 of the proposed bill limits the number of tramp vessels to which 
subsidy can be granted to 200. The section further provides that the Board 
shall specify the minimum or maximum number of vessels to be covered under 
a contract with any single operator in order to provide adequate service by the 
operator, and to insure reasonable equality of treatment as between applicants 
having similar qualifications as operators. In addition, this section provides 
that in determining the number of vessels to be covered by contracts for operat- 
ing-differential subsidy for tramp shipping service, the Federal Maritime Board 
shall consider the competitive effects thereof on other American flag ships 
engaged in liner and tramp services. The second paragraph of this section 
directs the Federal Maritime Board to promulgate such rules and regulations 
as may be necessary and proper to require that vessels engaged in tramp 
shipping service shall not operate to the detriment of other American vessels 
envaged in liner services. 

Section 5 of the proposed bill would amend section 607 (b) of the existing 
Act by striking out the words “line of” so as to provide that the depreciation 
charges would be on all of the owners’ subsidized vessels and not limited to 
those subsidized vessels used on particular line or lines. This is merely a 
technical change to make this section applicable to tramp vessels as well as to 
liner vessels. 

Section 6 of the proposed bill would add an additional section at the end of 
title VI of the Merchant Marine Act of 1986 which would provide that whenever 
the term “tramp shipping service” is used, it shall be deemed to include all 
operations of dry cargo vessels on irregular or unscheduled sailings, lifting 
on any one sailing not more than one type of cargo in bulk consigned to not 
more than one consignee. The purpose of this section is to detine what is meant 
by tramp shipping service in the proposed bill. It will be noted that this defini- 
tion limits the application of the proposed bill solely to dry cargo vessels Which 
are on unscheduled sailings and which carry only bulk cargo. 

At the time the Merchant Marine Act of 1936 was passed there was no 
American flag tramp fleet. Accordingly, no provision was made in that statute 
for the granting of subsidy aid to the tramp operator. Prior to World War 
II, there was no American flag tramp fleet even though a major portion of the 
export and import tonnage of the United States went in tramp type vessels: 
Unfortunately, all of the tramp vessels carrying this portion of the American 
commerce were forei*n flag vessels. Since World War II, a large fleet, estimated 
to consist of over 150 American flag vessels, are now engaged in the so-called 
tramp trades. Unfortunately, their high operating costs make it almost im- 
possible for them to compete with the foreign flag tramp vessels which can 
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perform the same service at a far lower cost. In order to permit the American 
flag tramp vessel to remain on the seas, it is, therefore, necessary that the 
existing subsidy legislation which puts American liner operators on a cost 
parity with foreign vessels be extended to include American flag tramp ships. 
May we invite your attention to the fact that not only do American tramp 
vessels perform valuable service in serving peacetime commerce, but during 
the war it was the Liberty type vessel, the principally American tramp vessel 
which carried a major portion of our war output to our armies and allies overseas. 
Moreover, during the recent Korean emergency, a major portion of our tramp 
fleet has been in service for the MSTS and general agency vessels have been 
operated by tramp operators for the Government. 


PROPOSED BILL 
To Amend the Merchant Marine Act, 1936, as amended. 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 502 (b) of the Merchant 
Marine Act, 1986, as amended (46 U. S. C. Title 1152 (b)), is amended by 
inserting after the first sentence thereof the following: 

“The determination of the construction-differential subsidy shall be made only 
after open hearings held by the Federal Maritime Board, preceded by adequate 
advance notice to interested parties as to the time and place thereof, wherein 
opportunity shall be afforded interested parties to present such information, 
data, statistics or other evidence as may be available on the question of the fair 
and reasonable estimate of the foreign cost of construction of the proposed 
vessel. All the evidence considered by the Board in connection with its deter- 
mination of the construction-differential subsidy shall be made a matter of 
official record.” 

Section 2. Section 502 (b) of the Merchant Marine Act, 1936, as amended 
(46 U. 8S. C. 1152 (b)), is amended by substituting for the word “Commission” 
in the first parenthetical portion of the first sentence thereof the words “Depart- 
ment of the Navy”. 

Section 8. Section 905 of the Merchant Marine Act, 1936, as amended (46 
U. S. C. 1244), is amended by adding a new subsection (e) reading as follows: 

“The term ‘national defense features’ shall mean those features determined 
to be necessary or useful for national defense purposes which do not have a 
commercial utility or that portion of the cost of such features which is dis- 
proportionate to their value for commercial purposes, and such national defense 
items shall be determined by the Secretary of Defense and be paid from Defense 
Department appropriations at the direction of the Secretary of Defense.” 


Mr. Weicuet. The first witness is Mr. Morgan, please. 


STATEMENT OF GEORGE W. MORGAN, PRESIDENT, ASSOCIATION 
OF AMERICAN SHIP OWNERS, ACCOMPANIED BY WILLIAM I. 
STODDARD, SECRETARY, ASSOCIATION OF AMERICAN SHIP 
OWNERS 


Mr. Morean. For the record, my name is George W. Morgan. I am 
an attorney at law and president of the Association of American Ship 
Owners. Our association is composed of some of the oldest and best- 
known American-flag shipowners. I am filing a list of their names 
with the committee. 

(See p. 90.) 

Mr. Dorn. Does it also include some of the newest and least known ¢ 

Mr. Morean. I would say not, sir, no. 

Mr. Weicuet. Are these subsidized operators, or unsubsidized op- 
erators? 
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Mr. Morcan. None of the members of our association, Mr. Chair- 
man, has been subsidized under the 1936 act. 

Mr. Weicuet. Are they all common carriers, or are they so-called 
industrial carriers ? 

Mr. Morcan. They are all common carriers, with the exception 
perhaps of the Shepard Steamship Co. which now, I think, has a 
tramp-ship operation. 

Mr. Wercue.. Are there any industrial carriers, those who now 
carry for their own account or for their own products? 

Mr. Morcan. Well, the Weyerhaeuser Steamship sometimes brings 
lumber eastbound in tke intercoastal trade. It is a common carrier 
06: commodities westbound and I believe in addition it is handling its 
own lumber for a common carrier eastbound. 

Mr. Weicueu. And part of it is intercoastal and the rest of it in the 
foreign trade? 

Mr. Morcan. Coastwise, intercoastal and foreign trade. 

Mr. Weicue.. These are not so-called tramp operators? 

Mr. Morcan. For the most part, no, with that single exception of 
the Shepard Steamship Co. which, as I say, used to be a common car- 
rier in the intercoastal trade. 

Mr. Wercuew. For the purpose of the record, there are subsidized 
operators and the operators whom you represent who are not subsidiz- 
ed and who are not tramp operators, and a third group who are so- 
valled tramp operators. 

Mr. Morean. That is right. 

Mr. Weicuet. Do you have a discussion with reference to the state- 
ment ? 

Mr. Moraan. Yes, sir; I appreciate very much this opportunity 
that is afforded us to offer suggestions for amendments to the law in 
order to make our merchant marine policy more effective and to 
strengthen the merchant fleet. I filed and furnished for each member 
of the committee a formal statement with supporting data that in- 
cludes specific legislative recommendations. 

(The information referred to follows :) 


HOW TO STRENGTHEN THE MERCHANT MARINE 
ProposaLts To AMEND THE 1936 AcT 


STATEMENT OF GEORGE W. MORGAN, PRESIDENT, ASSOCIATION OF AMERICAN SHIP 
OWNERS 


An appraisal of the 1936 act in the light of present conditions is facilitated by 
a comparison of the composition of the fleet as it is today with what it was in 
1939, before World War II. 

The active privately owned fleet is larger today, both numerically and by dead- 
weight tonnage, than it was in 1939. Thus, when the fleet as a whole is consid- 
ered, it would appear to be in reasonably good shape. But the true strength and 
weakness of the fleet are only revealed when its distribution is carefully 
examined.’ 

Considerable strength is found in the tanker group which is completely unsub- 
sidized. In that category, as of the end of the year, there were 308 vessels of 
4.7 million dead-weight tons in domestic trade and 116 of 1.9 million tons in 


1 Table, p. 28, infra 
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foreign trade. This is both a larger number of vessels and an even substan- 
tially greater cargo capacity than the prewar fleet. 


DEPRESSED DOMESTIC SHIPPING 


In contrast to the strength of the tankship fleet is the weakness of the portion 
of the privately operated dry-cargo fleet that is engaged in the domestic trades. 
Before the war there were 468 ships so employed. At the end of the year there 
were only 162. The figures for the coastwise and intercoastal trade speak for 
themselves. They tell a story of depression based upon scant opportunities for 
profit that was recently emphasized by the withdrawal from intercoastal trade 
of American-Hawaiian. There is nothing in the Merchant Marine Act, 1936, 
that in any way seeks to improve the domestic shipping situation. It states 
objectives but it provides no measures for their attainment. 
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The contrast in the figures for the privately owned fleet in foreign trade is 
startlingly sharp. Today there are 526 dry cargo, combination and passenger 
ships in the foreign trade where before the war there were only 271. But at the 
end of June there were 55 more ships being privately operated than there were 
at the end of the year. That seems to indicate the trend and the present show- 
ing in the foreign trades should delude no one into thinking either that American 
success in world competition has made up for the weakness that has developed 
in the domestic trades or that, on balance, the privately owned merchant marine 
has reached a point of stability that would justify complacence. 


IS THE FOREIGN TRADE FLEET STRONG? 


The public interest in a merchant marine adequate for national defense 
requires an answer to the question, “Just how strong is our foreign trade dry- 
cargo fleet and is it apt to withstand the forces of foreign competition?” Of 
the 526 privately operated dry-cargo and passenger vessels in foreign trade, only 
268 had operating subsidies. For these ships the Government pays the difference 
between foreign costs and American costs so that these ships should be able to 
remain competitive. But what of the other 258 that were in private operation 
at the end of 1952? And what aboat the other 55 that dropped out between 
June and December? How can they stand the gaff with wage costs that are from 
3 to 4 times those on foreign ships? How have they managed up to now? 

The answer to the last question is that ever since the war, world shipping, 
including American shipping, has been stimulated by a substantial volume of 
relief cargoes, including vast quantities of heavy bulk commodities such as coal 
and grain. In addition there have been shipments of military cargoes to Europe 
and to the United Nations forces in Korea. The position of American ships in 
competition for this business, which was of course largely financed with United 
States money, has been strengthened by statutory provisions requiring that at 
least 50 percent of such commodities be transported in American bottoms. 

It seems clear that without the support that is furnished by large Government- 
financed military and economic aid programs, the unsubsidized portion of our 
merchant marine is weak and not strong. Barring a new emergency or a change 
in Government policy, it seems probable that there will be further casualties 
among the unsubsidized dry-cargo ships in foreign trade. And it seems unlikely 
that many of them will find their way into domestic trade. 


EFFECT OF RAILROAD RATE PRACTICES 


The reason why it seems unlikely that many of these ships will find employment 
in the domestic trade is the same reason that only 162 privately operated ships 
were being used in that trade at the end of the year. The level of water rates 
is controlled and held in check by the level of competitive rail rates and, where 
there is water competition, rail rates are established on u level that is dispro- 
portionately low when compared with rates for movement by rail of the same or 
comparable commodities over a comparable distance where there is no water 
competition. Thus held in check, water rates will not support current operating 
costs, pay overhead and allow a profit, and private capital usually avoids invest- 
ment in situations were profit prospects are lacking. 

Thus it would appear that strength in the American merchant marine today is 
found in three categories : tankers, the subsidized liner fleet, and the vessels trad- 
ing with the insular territories. 


DRY-CARGO STRENGTH AND WEAKNESS SUMMARIZED 


In the dry-cargo field, strength of the merchant marine today appears to be 
confined to 268 subsidized vessels in the foreign berth trades and 55 dry-cargo and 
combination ships in the insular trades. Recent experience in Korea emphasizes 
how completely inadequate is so small a fleet of dry-cargo ships. When the 
requirements of Korea were added to the temporary but urgent requirements 
arising from commitments to friendly nations and the country’s ordinary com- 
mercial needs, it was necessary to employ not only all of the privately owned 
vessels in the merchant marine but to withdraw from the Government-owned 
reserve fleet and to press into service a number of vessels which at the peak period 
totaled 538, But had there not been a substantial nucleus of privately owned 
ships in operation and standby status, plus the crews to man them and a sub- 
stantial number of active operating organizations with trained personnel to 
which their handling and management could be quickly delegated, these Govern- 
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ment-owned ships would have been only a theoretical and paper asset on the 
balance sheet of the Nation’s defense. On the basis of these considerations it 
appears that value and potential strength of ships in layup is directly propor- 
tionate to the size and strength of the active fleet. 

Surely these considerations require a reappraisal of the strength and weak- 
ness of the 1936 act and a sound readjustment thereof in the interests of our de- 
fense, 

LIMITED ACCOMPLISHMENTS OF THE STATUTE 


The strength of the 1936 act lies in the stimulating effect its various provisions 
have had on the subsidized companies and their 268 ships. Construction sub- 
sidies have enabled them to purchase new ships at prices nearly equivaient to 
those obtainable in the world market. Operating subsidies have placed them on 
an equal competitive basis with foreign operators who have far lower costs. And 
the tax advantages made available to them have played a major role in enabling 
them to increase their net worth from $59.9 million at the beginning of 1989? to 
$454.7 million at the end of 1951,° a gain of more than 650 percent. 

Last year, eligibility for the benefits of the construction subsidy was broad- 
ened. Now any American shipowner in foreign trade may be awarded such a 
subsidy to enable him to construct a new vessel. But there has been no rush to 
take advantage of the more liberal provisions of the law as amended, and in this 
connection I should like to call your attention to the weaknesses in the act that 
were brought out in the report of the Shelley subcommittee of this committee in 
the 82d Congress. 


THE ACT’S WEAKNESSES 


One cause of confusion and doubt seems to arise from the fact that the 1936 
act has placed the Maritime Administration in the position of an investor in 
privately owned American shipping. In an economy of free enterprise, the invest- 
ing function is more properly that of individuals, banks, insurance companies 
and other financial institutions. In the private capital markets, sound manage- 
ment and a good balance sheet are rewarded by more favorable terms than are 
available to the inefficient and financially weak. That seems to be a healthy 
situation because the businessman who has to keep his credit standing in mind 
is under a constant, self-imposed pressure to improve his operations, It is 
probably a weakness of the 1936 act that it makes Government mortgage money 
available on uniform terms to all who qualify, thereby displacing the private 
capital market with its accompanying rewards and penalties for efficiency and 
inefficiency. 

But there are other and more important weaknesses in the statute. Its most 
glaring weakness is the limited nature of its stimulating effect. In marked con- 
trast to the spectacular increase in the net worth of the subsidized companies is 
the fact that during the period from the beginning of 1939 through 1948, the last 
year for which figures are available on the net worth of unsubsidized companies 
their net worth grew from $337.8 million to $585 million, or only 73 percent, in 
contrast to a gain for the subsidized companies of 632 percent for this shorter 
period.* Furthermore, the benefits of the statute have been reserved for too few 
owners and too few ships. 

Other weaknesses of the 1936 act have seemed to be: 

1. “The Essential Trade Route Concept” and the chosen instrument policy 
that has been grafted upon it. That concept has seemed unrealistic in theory 
and in practice because the flow of foreign trade is not so static that its volume 
over a given trade route can accurately be predicted over the period of the sub- 
sidy contracts. Yet the statute requires that the Maritime Administration try to 
accomplish that impossible task. The subsidy contracts, prepared on that basis, 
therefore provide for amounts of tonnage and numbers of sailings calculated to 
move an unrealistic estimate of future cargoes. In order to alleviate the resulting 
uneconomic and wasteful consequences, the Maritime Commission and the Mari- 
time Administration have been very liberal in granting waivers from the contract 
requirements in order to adapt the services to actual trade conditions, 





2H. Doc. No. 213, 82d Cong., pp. 18 and 27. 

* House Merchant Marine and Fisheries Committee Doc. No. 1, 88d Cong., p. 158. 
«Supra, notes 2 and 3 

* The Essential Trade Route Concept, Shipping Survey, September 1950, infra, appendix, 


pp. 1-6. 





AMEND 1936 MERCHANT MARINE ACT 31 


Unsubsidized shipping services as a matter of sound business judgment estab- 
lish regular and “dependable shipping services, even though they have no contract 
liability to do so. Thus the essential trade route concept has seemed not only 
unrealistic but also unnecessary. It might also be added on the basis of those 
conclusions that, from the Government’s point of view, the cost of administering 
those provisions of the statute that are founded on the concept is needless and 
therefore extravagant. 

2. The granting to subsidized shipowners of substantially more favorable tar 
treatment than is accorded to the unsubsidized companies.—It is usually argued 
that these advantages are justified by the burden of the restrictions imposed upon 
subsidized operators by the subsidy contracts and by the value of those restric- 
tions to the Government. Critical examination of each of these restrictions 
leads to the conclusion that some of the so-called burdens are, in fact, benefits 
and that others have simply been devices designed to protect the Government’s 
right to recapture subsidy payments in the event that earnings of the subsidized 
venture are sufficient.° 

3. The escalating effect of the present subsidy arrangement on the wage struc- 
ture in the industry.'—Subsidized and unsubsidized shipowners occupy different 
positions in collective bargaining as a result of the 1936 act. The subsidy is 
measured in large part by the difference between domestic and foreign wage 
costs, and the Government pays the difference for the subsidized companies, no 
matter how high domestic wage costs may rise. Under such circumstances, there 
is no economically compelling reason for resistance on the part of the subsidized 
companies to demands for increased wages, even though the demands may be 
unreasonable. While the Government pays the increases for the subsidized com- 
panies, their full economic weight falls on the unsubsidized shipowner who has 
no Government aid and who has to pay whatever is agreed to be paid by the 
subsidized companies. 

Thus stimulated by the subsidy arrangement under the 1936 act, the earnings 
of seamen have risen from the bottom of the wage ladder of American industry 
to the top. The fact that they have gone far above the average earnings of pro- 
duction workers in manufacturing industries has raised the question whether 
there was some reasonable limitation not intended by Congress in the provision 
of the statute which limits the amount of subsidy payable to “the excess of the 
fair and reasonable costs of * * * wages and subsistence of officers and crews 
* * * over the estimated fair and reasonable cost of the same items of expense 
* * * if such vessel or vessels were operated under the registry of a foreign 
country whose vessels are substantial competitors of the vessel or vessels covered 
by the contract.” It seemed that “fair and reasonable cost” might properly be 
related to some standard such as the average monthly earnings of production 
workers in manufacturing industries. But no such standard has ever been 
applied by the Government, with the result that the ever-widening diffential 
between foreign and domestic cost has been, for the subsidized companies shoul- 
dered by the United States, while its full weight has had to be borne by the 
unsubsidized companies from their own resources and to their increasing com- 
petitive disadvantage. 

4. The act’s divisive effect-——The 1936 act has divided the American shipping 
industry into two camps, a favored one and an unfavored one. By favoring a 
few and neglecting the rest, ihe Government, through the 1936 act, has created 
conflicts and antagonisms that ought to be, and no doubt would be, nonexistent 
under a statute that offered the same treatment to all. There seems little doubt 
but that an industry having common interests and objectives would be far better 
able to advance the cause of a strong and efficient American merchant marine 
than one that is continuously rent by dissensions that have statutory origins. 

It would, therefore, seem that sound readjustments in the 1936 act should seek 
to cure these weaknesses and to strengthen both the dry-cargo domestic fleet 
and the unsubsidized dry-cargo fleet in foreign trade. These seem to be the 
weakest spots in the merchant marine today. 

Many of the problems of the domestic trades are outside the scope of the 1936 
act, however. It is the Interstate Commerce Act, as amended by the Transpor- 
tation Act of 1940, which seeks to regulate the competitive relationships between 
domestic carriers by land and by water. That being so, solution of the problems 





*The Burdens of Subsidized Operations, Shipping Survey, August 1952, infra, appendix, 
pp. 7—12. 

7 Wage Trends in the Maritime Industry and Relative Earning Power of American Sea- 
man, Shipping Surveys, November 1951 and March 1952; and Average Gross Earnings of 
Unlicensed Personnel on 18 Voyages, infra, appendix, pp. 13—27. 




















































32 AMEND 1936 MERCHANT MARINE ACT 


that are keeping coastwise and intercoastal shipping in a depressed state may 
have to await a thoroughgoing adjustment of the Interstate Commerce Act. But 
even s0, any adjustment of the Merchant Marine Act, 1936, should be approached 
with the problem of the domestic trades clearly in mind. The least that can be 
provided is full protection against competition from vessels that have Govern- 
ment subsidy assistance. 

It therefore seems that, so far as the 1986 act is concerned, the area in which 
opportunity is afforded for preventing a decline in the size of the dry-cargo fleet 
that might be hazardous from a defense viewpoint is in the unsubsidized foreign- 
trade category. To add sufficient strength here so that these ships will be able 
to exist in the face of foreign competition and declining cargo offerings would in 
itself be an indirect aid to the domestic trades, because it could provide for 
temporary employment of vessels intended for use in domestic waters when 
present conditions improve. 

The $64 question, then, seems to be, What adjustments in the 1936 act are 
suggested in light of the strength and weakness of the fleet and the strength and 
weakness of the statute? 


STATUTORY CHANGES REQUIRED 


The so-called long-range bill® that was passed last year removed certain 
inequities that had existed previously because it eliminated arbitrary require- 
ments that vessels built with construction subsidies be used only on so-called 
essential trade routes. It should be borne in mind, however, that a shipowner 
could not prudently build an American-flag vessel, even with a construction sub- 
sidy, if world freight rates and American operating costs appeared to preclude 
its operation at a profit. 

The customary procedure under the present law is for the shipowner who 
wishes, with subsidy aid, to purchase a vessel to make application to the Mari- 
time Administration. If the application is approved, the Administration then 
enters into a contract with a shipyard for the vessel’s construction. When it is 
completed for the account of the Government its title is transferred to the ship- 
owner, who usually gives back a mortgage to the Maritime Administration.’ 


CONSTRUCTION SUBSIDY AMENDMENTS 


In other words, the statute places the Government in the business of building 
ships which it does not intend to own. Furthermore the arrangement seems to 
breed controversy that could be avoided if the ships were built for private account 
and if the Government's relationship to the transaction was simply to pay its 
share of the cost as the construction work progressed. That would take the 
Government out of the business of building ships. 

Furthermore the considerations referred to above with respect to the healthy 
forces exerted by the private capital market toward increasing financial strength 
and efficiency suggest that for the future the Government withdraw from the 
ship-mortgage business and that shipowners seek mortgage money in the pri- 
vate-capital markets. 


PROTECTION FOR DOMESTIC SHIPPING 


Analytical consideration of the purpose of the construction subsidy inevitably 
involves the question why shipowners in the domestic trades should be denied 
aecess to world market prices for the purchase of ships. They would, of course, 
have such access but for the fact that they are prohibited from buying abroad, 
and they are not eligible for the construction subsidy. Perhaps they should be 
allowed one thing or the other. But if neither access to world market prices nor 
subsidy assistance is made available, then the suggestion naturally arises whether 
ships in the domestic trades should not in the future be fully protected against 
possible competition from vessels built with subsidy aid by. restricting all such 
vessels constructed in the future to the foreign trade and by prohibiting them 
under any circumstances from engaging in the domestic trades. The rights of 
existing vessels built with subsidy aid to engage in domestit trade for brief 
periods under special circumstances and under conditions approved by the Mari- 
time Administration should probably not be disturbed. 


® Public Law 586, 82d Cong 
® Merchant Marine Act, 1936, secs. 502, 509. 
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The facts indicate an imperative need for support for the portion of the Amer- 
ican dry-cargo fleet in foreign trade that is presently unsubsidized. The alter- 
native, barring substantial new foreign-aid programs, appears to be the layup of 
many dry-cargo ships and a consequent reduction of the active fleet of such 
vessels to a point where it may well be much too small for defense purposes. At 
the same time commonsense requires that any changes in policy that may be sug- 
gested should not abruptly disrupt and demoralize the subsidized segment of the 
industry. Existing contracts should be honored and respected. They should be 
modified only at the election of the subsidized owner. 


SUBSIDY TO CREW MEMBERS PROPOSED 


The question that seems to be presented is whether some acceptable and prac- 
{ical form of limited subsidy can be devised to enable presently unsubsidized 
owners to continue their present operations and to exist in foreign competition. 
Unsubsidized owners say that they would have no trouble surviving if they were 
permitted by the Government to sail their ships with foreign crews paid at foreign 
wage levels. They can purchase foreign tonnage and operate it with foreign 
seamen and thereby achieve substantial cost equality and competitive conditions. 
Since it is in the national interest that American seamen be employed and that 
they be paid in accordance with American standards, why is it not fair and 
equitable that the Government make up the difference to the American seamen 
between the foreign level and the American standard? This might be done in 
the form of payments made either directly to the seamen or to the shipowner for 
the seamen’s account. 

This broad question raises others. How might such a differential be fairly and 
reasonably measured and how might it be limited to preclude the escalating effect 
of the present subsidy arrangement? 

The British, the Scandinavians, the French, and the other maritime nations 
all have differing wage scales and yet they compete among one another. If this 
country’s principal maritime competitor is able successfully to compete against 
other foreigners whose wage costs are even lower, why should not Americans 
be able to compete in world trade against all, provided their wage costs are 
equalized with those of the principal competitor? And if wage differentials for 
all American dry-cargo shipowners who are presently unsubsidized were meas- 
ured on that basis, would not the task of administering the subsidy be simple 
and therefore comparatively inexpensive? 


LIMITING WAGE SUBSIDIES TO REASONABLE LEVELS 


‘he matter of avoiding escalation of wage rates at Government expense re- 
mains. It would seem that this objective could be accomplished if the top limit 
of subsidizable American costs were to be fixed at the lower of actual wage cost 
and a constructive wage cost based upon annual determination by the Maritime 
Administration as to the full-time monthly earnings of shoreside employees in 
occupations that are most comparable with those on board ship. The effect 
of such a provision would be to place a ceiling, not upon the total wages that 
could be demanded in collective bargaining and that could actually be paid, but 
upon the portion of total wages that could be taken into consideration in de- 
termining what part of the total wage cost may be subsidized. 

If a policy were adopted under which limited subsidies were to be paid frankly, 
solely and simply for the account of the members of the crew, it would seem 
that relationships between the Government and the shipowners could be great- 
ly simplified as compared with the arrangements that are in force under the 
1936 act. Since all payments would be for the account of the members of the 
crew, there would be no justification for recapture of any part of the ship- 
owner's profits. “Recapture” would appear in the form of income taxes paid 
both by the shipowners and crew members. And if there were no recapture, 
there would be no logical basis for the numerous restrictions or requirements 
to which presently subsidized owners are subject and which are directly related 
to recapture liability. Included are such matters as the chartering for subsidized 
operations of vessels privately owned by other Americans and engaging in 
stevedoring and other activities relating to shipping. 

Other restrictions that have for their purpose the promotion of American 
shipping should no doubt be carried over from the present subsidy arrangement 
so as to apply to owners of ships with respect to which wage subsidies would 
be paid. Thus, there would be imposed restrictions against owning and operating 
foreign-flag vessels. Furthermore, in order to protect the domestic trade, it 
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should be firmly provided that no wage subsidy would be paid on account of any 
voyage upon which the vessel engaged in the domestic trade. 


PROVIDING FINANCIAL STABILITY 


It has been noted that, largely as a result of special tax benefits, the net 
worth of the subsidized companies increased by more than six times between 
1939 and 1951. Growth and added financial strength would seem to be in the 
interests of the merchant marine, particularly if it were enjoyed throughout the 
industry. Accordingly, serious and prolonged efforts have been made in behalf 
of unsubsidized shipping to secure an extension of the tax benefits under the 
1936 act so that all shipowners could be exposed to their stimulating effect. But 
such efforts have so far been unsuccessful, largely, it seems, because of Treas- 
ury opposition which has even extended to the existing benefits. 

Financial growth of the shipowners, who are individual components of the 
merchant marine, seems to be an absolute necessity if existing ships are to be 
replaced by new, better and more economical ones that now cost more than six 
times the prices paid for those now being operated. This ratio is measured by 
the contracts made by the Maritime Administration for the construction in 5 
yards of 35 Mariner-type vessels. Costs have of course risen even more since 
those contracts were made so that the vessel replacement problem is now even 
more acute. It is a problem that concerns not only the shipowners but the ship- 
building industry as well. 

One concept seems to require ecceptance. The cost of capital assets utilized 
in any enterprise for the production of income must be recovered from earnings 
during their economic life. That result is necessary if the venture is just to 
break even. If less than cost is recovered the result is loss. 

American shipping has been characterized by sharp swings in the business 
eycle. Periods of prosperity have usually come only during periods of inter- 
national unsettlement and war. Unfortunately, periods of peace and normalcy 
usually bring depressions and losses to American-flag shipping. Consequently 
the economic life of a ship may be very short, and if it is in the national interest 
for the United States to have a merchant marine, the Government should at 
least adopt and make effective a flexible depreciation or amortization policy 
under which it can reasonably be expected that the cost of the ships which are 
the capital assets that the shipowner utilizes for the production of income can 
be recovered during their economic lives. 

In the face of replacement costs that have risen so high in relationship to 
the prices paid for existing ships, it may well be that such a flexible depreciation 
or amortization policy alone will be insufficient to stimulate the shipbuilding that 
will be necessary to meet the needs of a replacement program. But it seems 
that for unsubsidized shipping that does not enjoy the present tax benefits of 
the 1986 act, such a policy is the minimum that can be provided to promote 
financial stability and to offer hope for replacement of existing vessels. 


RECOMMENDATIONS SUMMARIZED 


It is respectfully submitted that the foregoing considerations point to the need 
for a basic revision of the 1936 act. Primary objectives should be (1) to afford 
equitable treatment among all American shipowners in foreign trade, (2) to 
protect those in domestic trade, and (3) to eliminate the escalating effect of the 
present subsidy agreements upon wage rates. With these principles in mind 
there is submitted the plan set forth below which has been put into legislative 
form in a draft of a bill.” This bill is explained in a section-by-section analysis,” 
and the changes in the 1936 act proposed by this bill are shown in a “comparative 
print.” * 

OPERATIONS 


(A) A limited wage subsidy for the account of licensed and unlicensed per- 
sonnel to be generally available for the operation of American ships in United 
States foreign commerce, without recapture and without regard to so-called essen- 
tial routes. Such subsidy to be measured by the difference between foreign wage 





%” Proposed Merchant Marine Act amendments of 1953; appendix, pp. 28—42. 

oo - analysis of of proposed Merchant Marine Act amendments of 1953; appendix, 
pp. 43-53. 

1 Comparative = showing changes in Merchant Marine Act, 1936, proposed in 
Merchant Marine Act amendments of 1953 ; appendix, pp. 54-88, 
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eosts and the lower of (1) American wage costs or (2) constructive American 
wage costs based on the full-time monthly earnings in basic American industries 
of employees in occupations determined to be most comparable with those on 
shipboard. 

(B) No subsidy to be paid on any voyage in which a vessel engages in 
domestic trade, subject to certain “grandfather” rights and where a pro rata 
part of the subsidy is returned. 

(C) Companies subsidized under existing law to have an election to contiune 
under existing contracts or terminate the same and make new wage-differential 
agreements. Existing contracts when expired not to be renewed. 


CONSTRUCTION 


(D) Shipowner to contract directly with shipyard when having vessel built 
with construction-subsidy aid. Shipowner to arrange own financing in private- 
capital markets. 

FINANCIAL 


(BE) Existing discriminatory-tax treatment to be gradually eliminated by the 
repeal of section 607. Section 511 to remain available to subsidized and unsub- 
sidized companies alike. Policy questions involved in liberation of section 511 
to be determined at a later time by the appropriate legislative committees after 
hearings. Accelerated amortization, under which all American-flag vessels, 
whether receiving operating subsidies or not, to be depreciable for tax purposes 
in an annual amount up to one-fifth of their adjusted basis. Companies electing 
to serve out existing operating subsidy agreements to utilize section 607 funds 
until expiration of such contracts. 

(F) Restrictions against related activities (stevedoring, etc.) to be repealed. 

(G) Existing title VII previsions for the disposition and operation of ships 
constructed in the future by the Government to be repealed and Maritime 
Administration to seek new legislation when it proposes to sell, charter, or 
operate such ships. 

(Data supporting the above statement appears at p. 44.) 

Mr, Morgan. For the purposes of background, I should like first to 
examine with you the strength and the w eaknesses of the present fleet, 
and in the light of the conclusions reac hed, to discuss with you the 
strength and the weaknesses of the statute. 

At that point certain amendments to the statute will be suggested 
that seem logical and that for their purpose preservation of the 
strength that we now have and the addition of strength where weak- 
nesses exist. 

If you will refer to the second page of the formal statement I filed, 
you will find a table that compares the fleet in 1939 and at the end 
of 1952. Viewing the whole matter broadly, you will note that 
there has been erowth and expansion in both tankers and dry-cargo 
ships. We would naturally expect to find strength in the protected 
domestic trades. Because of low-cost foreign competition, we would 
expect that except for subsidized vessels that have been made com- 
petitive by Government aid, we would find weakness in the foreign 
trade fleet. 

Examination of the table, however, makes our expectations seem 
unjustified. We find definite danger signs in the domestic dry-cargo 
field. In these protected trades, where there should be strength, we 
find today only 35 percent of the vessels that operated there before 
the war. On the other hand, in the foreign trades, where high Ameri- 
can and low foreign costs have made subsidies necessary, we find that 
there are now 194 percent of the prewar ships operating for private 
account and another 100 privately owned ships in Government service. 
That amounts in all to 231 percent of the 1939 figure in these trades 
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in which subsidies have been found necessary because of the cost 
differential. 

This comparison of what we would expect to find with what actually 
exists raises the question of what circumstances have weakened the 
domestic trades and have apparently strengthened the foreign ones. 
We need to know what explanation there is for the changes that have 
occurred. 

There can certainly be no mistake about the weakness today in the 
coastal and intercoastal trades. Ships in these trades were withdrawn 
for war service and since have been caught between rising costs and 
discriminatory rate practices of the railroads. The squeeze has been 
such that recently American-Hawaiian Steamship Co., after 6 years, 
has suspended, at least for the present, its intercoastal service. 

Abnormal conditions have existed in the foreign trades ever since 
the war and American-flag vessels, with high American costs, have 
been supported in their operations by substantial relief, ECA, re- 
armament, and Korean cargoes, and by statutory provisions requiring 
that 50 percent of such cargoes be transported in American ships 
at compensatory rates. These profitable cargoes have been enjoyed 
by subsidized and unsubsidized carriers alike so that those who have 
had subsidies, tax privileges, and these Government-financed cargoes 
as well, have been three times fortunate. Thus appearance of 
strength in the foreign trades is merely superficial and the expansion 
there is temporary and therefore deceptive. 

In the light of these considerations, it seems possible by reference 
to the table to identify the spots in the merchant marine that are 
strong and weak today. In the category of strength we find the 
following: First, the tankers; secondly, ships in the protected non- 
contiguous trades where there is no foreign competition and no com- 
petition from carriers by land. That starts us off with 55 dry-cargo 
ships. In the third place there are the subsidized ships in the foreign 
trade, for which the Government pays the difference between foreign 
and domestic costs. Here we had 268 ships. 

Now that seems to be all the strength that there is an it is found 
only in the tankers and in 323 dry-cargo or combination vessels. 
That hardly seems a sufficient number of vessels to make our merchant 
marine adequate for our commercial or military requirements. 

We find weaknesses in the following categories: In the coastal and 
intercoastal trades. This starts us off in the weakness category with 
107 ships. Secondly, among unsubsidived ships in the foreign trade, 
including those employed for Government account. In this group, 
which has depended largely on Government cargoes, we find 358 ships. 

Thus, in the weakness category, we find 465 dry-cargo and com- 
bination ships, which represent almost 60 percent of all our privately 
owned dry-cargo vessels and almost 40 percent of the entire fleet, 
including tankers. 

Now, the terms “strength” and “weakness” are relative ones. While 
certain elements of the merchant marine have been placed in the 
category of strength, it should be borne in mind that there can be no 
true strength without sound and stable industrial relations. Even 
in the strong noncontiguous service, growth and development has 
been disturbed and services have been curtailed because of problems 
in the labor-management field. 
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The term “weakness” is also a relative one. Fundamentally, there is 
nothing weak about the nonsubsidized American owner in the foreign 
trade. The weakness is in the economic environment that exists in 
foreign trade for American-flag operations and in the absence of a 
better environment American-flag owners can gradually shift to 
foreign-flag operations and unless the environment here improves, 
they may have no other alternative. 

In the light of the foregoing analysis, I should like now briefly to 
discuss the strength and weakness of the 1936 act. The benefits of 
that statute have been enjoyed only by the subsidized segment of the 
industry where its stimulating effect has been marked. For example, 
there were only 119 subsidized ships in 1939, whereas there were 268 
at the end of 1952. In 1939 there were only 12 subsidized companies 
and in 1952 there were 15 that were either subsidized or approved 
for subsidy. Most spectacular, however, has been the increase in net 
worth of the subsidized companies. From 1939 to 1948 their net 
worth increased by 632 percent. This surely is convincing evidence 
of strength. But even though they are financially strong, it can 
scarcely be argued seriously: that 15 companies and 268 ships provide 
the merchant fleet that is required by our maritime policy or that is 
needed for our commercial and defense requirements. 

The stimulating effect that the act has had in increasing the strength 
of the subsidized companies emphasizes, however, a very important 
weakness of the statute. Its stimulating effect is too narrowly re- 
stricted. If we are to obtain our objectives and have the type of fleet 
we want and need, it seems fundamental that more strength is neces- 
sary than the statute has supplied. 

We find other important weaknesses in the 1936 act, however. For 
one thing, it puts the Government into the business both of building 
ships for commercial use and of financing their purchase by private 
industry. An operator who wishes to acquire a new ship usually goes 
to the Maritime Administration under the present law, and the Mari- 
time Administration has the ship built for him. That seems a little 
paternalistic. When the ship is completed, the Government then sells 
it to the operator and usually takes back a mortgage. These activities 
of the Government seem inconsistent with principles of free enter- 
prise. They also seem expensive from the Government’s point of 
view since instead of private capital, they require appropriations to 
cover the full cost of construction and then the appropriated funds 
are tied up for long periods in the form of mortgages. 

In the enterprise system the investing function seems more properly 
that of financial institutions such as banks, insurance companies, and 
investment bankers. Such institutions have a healthy effect on busi- 
ness because they offer rewards in the form of more favorable terms 
and interest rates to those who maintain sound financial positions and 
good credit ratings. This healthy influence is removed by a statute 
under which the Government gives the same terms to everyone. 

Another weakness of the statute is that it is based on the so-called 
essential trade route concept which, in turn, is based on the false theory 
that ships will only conduct regular, dependable service when they 
are legally bound to do so and when they are paid a financial con- 
sideration. The fallacies of this concept are discussed at length in 
pages 1 through 6 of the appendix to my formal statement. To em- 
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phasize, however, how unnecessary and unrealistic it is, I should like 
to quote briefly from what Admiral Cochrane, the former Maritime 
Administrator, had to say on the subject when he testified before this 
committee last year on the so-called long-range bill. Admiral Coch- 
rane said: 


So that, where there is a demand for service, it has been the experience of 
time that ships from somewhere will turn up to handle it. So that, if there is a 
demand for a service which we believe to be an essential trade route to the 
United States, it is reasonably assured that if there is actual traffic there, the 
ships will come in to handle it. 

In other words, Admiral Cochrane says that ships naturally follow 
trade, and if they do that naturally they don’t have to be paid or com- 
pelled to do so. 

The essential trade route concept requires the Maritime Administra- 
tion at considerable expense, to attempt to predict the future flow of 
trade. But that flow is neither static nor predictable. It depends on 
future and unknown economic, political and technological develop- 
ments. In its administration of the act, the Maritime Administration 
has the impossible task of trying to prepare impossible predictions as 
to what tonnages and sailings will be needed over the period of sub- 
sidy contracts that run 10 to 15 years. 

Unsubsidized companies, both in foreign and domestic trades, main- 
tain regular and dependable services as a matter of good business judg- 
ment. Furthermore, foreign shipowners do the same thing without 
any compulsion and without any payment for doing so from their 
governments. Thus the system seems entirely unnecessary and the cost 
of its administration therefore seems extravagant. 

Another weakness of the Act lies in the discriminatory situation it 
has created with respect to taxation. The act permits the subsidized 
companies to deposit earnings in their tax-deferred or tax-exempt 
section 607 funds. ‘These earnings they are able to withdraw to pay 
losses and since they are taxed in the year of withdrawal, no taxes are 
payable when they are withdrawn for this purpose. That’s a very 
valuable privilege that’s reserved to the subsidized companies. Fur- 
thermore, these companies are able to deposit earnings in years of 
high taxes and to withdraw them and pay the taxes when tax rates 
are lower. As has been pointed out by the Treasury on various occa- 
sions, favorable tax treatment available to the subsidized companies 
under the Act has been a major factor in the 632 percent growth in 
their net worth. The discrimination that exists as against unsubsi- 
dized companies, who have had to pay taxes each year in which they 
have had taxable income, is illustrated by the fact that during the same 
period of time their net worth increased only 73 percent. 

The tax discrimination has been sought to be justified by the so- 
called burdens of subsidized operations that were listed by Admiral 
Cochrane in his long-range testimony last year. They are analyzed 
in full at pages 7 to 12 of the appendix to my formal statement. Some 
of the so-called burdens are, in fact, benefits and others are merely 
commercial requirements designed to protect the Government’s rights 
to subsidy recapture. The denial of comparable tax benefits to unsub- 
sidized companies whose contribution to defense is no less than that 
of the subsidized companies has seemed to be an important weakness of 
the Act. Unsubsidized companies furnish substantially more ships 
and substantially greater tonnage than the subsidized companies do. 
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Another weakness in the statute is the uneven situation it has cre- 
ated in the matter of collective bargaining. For the subsidized com- 
panies, the Government pays the full difference between foreign and 
domestic costs. It therefore makes no practical differences to these 
companies how high domestic costs rise. The Government is always 
there to absorb any increases. That puts the subsidized companies in 
an extremely favorable position in collective bargaining. They do 
not have to consider mr or not they can afford to grant unreason- 
able wage demands, and the unsubsidized companies have to pay what- 
ever is agreed to by those that have subsidies. 

Our association has made a careful study of wage trends in our 
industry during the past few years. The result of those studies are 
contained in pages 12 to 26 of the appendix to my formal statement. 
On page 27 there is set forth a table to show what has happened as a 
result of the latest gains. Here are a few of the conclusions that 
result. 

The average earnings of unlicensed seaman, which excludes the 
officers, now stand at about $475 per month. An able-seaman’s earn- 
ings have increased nearly 21% times since 1945. They have increased 
nearly 31% times as much as the earnings of railroad employees, and 
2V% times as much as the earnings of production workers in manufac- 
turing industries. This increase has been over 3 times as much as the 
increase in the cost of living. 

Over the past 2 years, an able-bodied seaman’s earnings have in- 
creased about 52 percent. They have increased about 17 times as much 
as the cost of living, and over 4 times as much as production workers 
in manufacturing industries. 

It seems a weakness of the statute that it relieves the subsidized com- 
panies of the normal incentive that businessmen usually have to resist 
unreasonable demands. It is the law’s fault. You can’t blame the 
subsidized companies too much because it’s just ordinary human 
nature to be more liberal when liberality costs nothing. As it works 
out, the statute also weakens the unsubsidized owners because they 
know their resistance cannot be greater than that of the subsidized 
companies. 

The unsubsidized owner is left in a difficult position. He has to 
pay what the subsidized companies pay and he has no help from the 
Government in meeting his wage bill. That situation seems very un- 
fair, and I think it goes a long way to explain why labor costs ‘have 
risen so spectacularly in shipping. 

A further weakness in the Merchant Marine Act probably is the 
result of the other weaknesses I have noted. The statute has divided 
the shipping industry into two groups—one that has subsidies and is 
privileged and the other whose problems have seemed to be of no con- 
cern. As this committee knows only too well from its own experience, 
the result has been constant dissension. It would certainly seem much 
better if the industry were united in efforts to accomplish the objec- 
tives of our national maritime policy. 

The problems of the coastal and intercoastal trades unfortunately 
involve competing forms of transport by land, and these matters are 
within the jurisdiction of the Interstate and Foreign Commerce Com- 
mittee. Consequently, this committee can’t do much about them, but 
it can give ships in the domestic trade full protection against com- 
petition from Government-aided ships in the foreign trade. 
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That leaves the unsubsidized fleet in foreign trade as the only field 
in which the existing weaknesses in the merchant marine can, with 
this committee’s help, be strengthened. As a matter of fact, if you 
add strength and create earnings opportunities more broadly in the 
foreign trade, you do aid the domestic trades indirectly, since by so 
doing you provide possible temporary employment for ships that are 
intended for domestic trade when circumstances warrant. 

This committee can correct one of the weaknesses in the 1936 act by 
taking the Government out of the business of building ships for 
wrivate account and of financing ship purchases. This can be done 
es the amendments to title V of the act that are contained in the draft 
of ~ bill in the appendix to my formal statement. 

Briefly summarized, these proposals are: First, to withdraw au- 
thority for the Government to build ships for private accounts; and 
secondly, to withdraw authority for the Maritime Administration to 
finance private ship purchases. 

In this connection, there are some technical amendments to sections 
502 and 504 that are contained in the appendix to my formal state- 
ment but which are omitted from the committee print. They were 
subsequently withdrawn. The present section 502 contains the trian- 
gular procedure under which the Government contracts to the ship- 
yard, takes delivery of the completed ship and then sells to the pro- 
spective owner at a reduced price. 

Section 504 provides a procedure for the prospective owner to take 
the initiative and make his contract directly with the builder. The 
function of the Government under this section is simply to approve 
the price and the specifications and to pay the subsidy to the builder. 
The amendment from these sections that are omitted from the commit- 
tee print conform section 502 to the section 504 procedure and repeal 
section 504. The changes are contained in section 7 in the appendix. 
Section 7 in the appendix is somewhat different than section 7 in the 
committee print. If these amendments are approved, the Maritime 
Administration would still be authorized to pay subsidies to ship- 
yards to enable the shipyards to sell ships to American foreign trade 
operators at world market prices for new vessels. 

Domestic owners would still be unable to buy new ships at world 
market values. Consequently, in order to protect them, any ships here- 
after built with Government aid should be prevented under any cir- 
cumstances from engaging in domestic trade. 

The weakness inherent in the essential trade route fallacy, the lim- 
ited stimulating effects of the act, and the act’s divisive effect can 
largely be corrected by the amendments to title VI contained in the 
draft of a bill included in the appendix. In connection with these 
problems, I think it should be borne in mind that presently unsubsi- 
dized owners in the foreign trade need no help from the Government 
for their own account. They are experienced operators and if driven 
to it by economic conditions, they can eventually switch to foreign-flag 
operations. By so doing, they will be able to employ foreign seamen 
at foreign wage rates. “It therefore appears that basically it it the 
American seaman that needs help if the merchant marine is to be kept 
large enough and strong enough to furnish him with work. 

The remedy then seems to be a simple and reasonable subsidy to 
the crew of any American ship in foreign trade. Its administration 
can be kept simple. Foreign shipowners all have different wage 
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scales and yet they are able to compete among themselves. <A sensible 
wage subsidy to the crews of American-flag ships could be measured 
simply by the wage scales of this country’s principal foreign com- 
petitor. He does all right and if our wages are equalized with his, 
we should do all right too. That would eliminate the administrative 
expense of working out different subsidy rates for every trade. 

reater efliciency could be provided by substituting flexible opera- 
tions dictated by experience and knowledge of foreign markets in- 
stead of the existing unworkable and unnecessary essential trade- 
route requirements. 

The new wage subsidy plan should avoid the escalating effect on 
seamen’s wages that exists under the present law. I therefore sug- 
gest that a top limit be placed on the portion of the American wages 
that the Government will be authorized to pay. A reasonable limit 
would seem to be the actual level of American wages or the level of 
earnings in comparable shore-side jobs whichever is lower. Any pay- 
ments agreed to in collective bargaining above the level so established 
should be for the owner’s own account and not for the Government’s. 

Under a subsidy to crew members there would be no logical reason 
for recapture or for the various restrictions that are designed to 
wrotect the Government’s recapture right. They should be dropped 
f ut foreign-flag operation by Americans should be discouraged by pre- 
venting such operations by any owners whose crews are subsidized. 

The domestic trades should be protected by prohibiting payment 
of any wage subsidy on voyages on which the vessel engages in domes- 
tic trade. 

The presently subsidized segment of the industry should not be 
abruptly unsettled by the changes that are proposed. Such companies 
should be allowed to serve out their existing contracts and for their 
duration should be permitted to continue to use their section 607 con- 
struction and special reserve funds if they wish. But if they prefer, 
they should be allowed to give up their present contracts in favor of 
the new arrangement. 

Any sound plan to strengthen the merchant marine should at least 
make it possible for the presently unsubsidized owner to recover the 

capital he has invested in his ships. Let me give you an example of 
what happens to such an owner under the present law. 

Luckenbach Steamship Co. was required before the war to write 
off over $6 million of depreciation that was unearned and which, 
therefore, could never be used to offset taxable income. When that 
amount, representing capital, was subsequently earned, income taxes 
had to be paid on it. The practical result, therefore, was that the 
Government taxes Luckenbach’s capital. 

Twenty-two of Luckenbach’s vessels were lost, requisitioned or sold 
after January 1, 1942. They represented unearned depreciation of 
almost $5 million. From the compensation received, Luc oieek raid 
a capital gains tax of almost $1 million on approximately $4 million 
of proceeds, The remaining $1 million unearned depreciation was 
deducted from the basis of replacement vessels and consequently 
cannot be recovered as depreciation. When and if it is recovered, it 
is subject to tax. 

Now it is a principle of elementary economics that the cost of 
capital assets utilized for the production of income, must be recovered 
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from earnings during the economic lives of the assets if the venture 
is to break even. If Jess than cost is recovered, the result is loss. 

Situations such as Luckenbach experienced ought to be, and can 
be, corrected by authorized shipowners to defer depreciation charges 
in years of losses and to accelerate them in profitable ones. I have 
included such authority in my proposals. 

Actually, if the merchant marine is to be made strong, incentives 
should be afforeded on equal terms to all American shipowners to 
enable them to build up additional capital in order to replace those 
ships they have now with new ones that cost several times more. 
But for the present, my proposals do not include measures to provide 
such incentives. At some later date, I hope the committee will 
earnestly consider this problem. 

That, gentlemen, is the broad plan that I submit to strengthen the 
merchant marine. It is set forth in detail in the bill draft that I am 
submitting. The bill is explained in a section-by-section analysis 
and the changes proposed in the present law are shown in a compara- 
tive print that is also submitted. The recommendations seem fun- 
damentally sound and I trust that they will have your earnest consid- 
eration and favorable action. 

Thank you, Mr. Chairman. 

Mr. Weicuex. Do you have any questions, Mr. Hart? 

Mr. Harr. Not at this time, Mr. Chairman. 

Mr. Weicuen. Mr. Allen ¢ 

Mr. Auuen. I notice in your table of comparisons of strength of 
the merchant marine in 1939 and 1952 that it seems to be indicated 
that the comparison is a test of whether the merchant marine is ade- 
quate now compared with former years. I have heard it said on many 
occasions that during the years prior to 1939 this Government could 
rely upon the ships of friendly foreign powers to carry its ocean traffic 
if need be and that there seemed to be an implication that our prewar 
fleet was not required to be any larger than was necessary, figuring 
this augmentation in. 

My question is: Has there been any change in that respect? Do you 
now find it necessary for this Government to have a different standard 
of size for emergency purposes than under the circumstances prior 
to 1939% 

Mr. Morean. The figures in the table were not submitted as any 
proposed standard of size but as a standard of distribution in normal 
times. It seems to me that the percentage distribution as between 
trades is the significant point in the table. Now, as far as our mari- 
time requirements today and prewar are concerned, it seems very 
obvious that our requirements are much greater, our world respon- 
sibilities are much greater. In time of emergency, and the Korean 
emergency was a small one, it required the use of every ship that could 
be had and, in addition, as the figures in my formal statement show, 
five-hundred-and-some-odd ships had to be withdrawn from the laid- 
up fleet and, in addition, foreign ships had to be used. In the event 
of a full emergency, I assume we would need all of our own ships and 
all the ships of our friendly allies and all the ships we can take from 
our enemies. 

Mr. Auten. Would it be true to state that your statement shows a 
strength in a segment of the industry of more than 100 percent of 
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what the strength was in 1939, and still does not indicate any healthy 
or unhealthy condition in the light of the present circumstances ? 

Mr. Morean. It shows no healthy condition. 

Mr. Auten. I think you also made mention of the fact that it 
might be necessary for American shipping, American capital at least, 
to retreat to foreign-flag operations if conditions do not improve for 
certain segments of the industry. Has some of that flight of capital 
already occurred ? 

Mr. Morean. Yes, sir. 

Mr. Auten. Could you estimate for us how much capital has gone 
into foreign-flag operations? 

Mr. Morgan. No, sir. That would require some research. It is 
substantial. Tankers, bulk-carriers, dry-cargo ships, new ones have 
been and are being built abroad for American account. 

Mr. Aten. Could you indicate whether it is a matter of 10 ships 
or 100 ships, or some number other than that which is involved ? 

Mr. Morean. It is over 10. 

Mr. ALLEN. Would it be over 100? 

Mr. Morean. I would rather supply that figure. I think it would 
be an interesting one. 

(The information referred to follows:) 
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Types of vessels ordered from foreign shipyards by United States and affiliated 
interests 


Num-| Dead- | Horse- 
Type ber weight | power 


Bo a RA ES SEE Fe ‘ 2, 752,470 | 1, 189, 620 
Bulk carrier fads gal | 267,050 | 112, 050 
Refrigerated vessel Pl “~ 2) 6, 000 | 7, 109 
Freighter. -- Zz at 271, 450 149, 700 
Railroad carferry - . 9, 500 | 

Dredge. - .. | 

Oil barge 


178 | 3,313,970 


Countries building vessels for American and affiliated interests 


Num-| Dead- Horse- 
ber | weight tons} power 


ws 

Nation 
| 

| 


1 | | 

United Kingdom: | 

Cargo_.. | 37 | 510, 150 | 240, 850 

Tanker “ 61 1, 133, 110 483, 070 
Total __._- 1, 643, 260 | 
Germany: Bis (3 a 

Cargo : - es .| 6 | 25, 550 | 21, 000 

A a a ee s 22 | 525, 600 243, 450 


28 551, 150 | 264, 450 


Canada: 
> aESnees angle 2) 12, 000 
Tanker. -_. doobl 3 |} 64, 500 


Total Se eae : 4 t 76, 500 | 


Japan: ae 
a a 8, 800 
Tanker- .. cael | 365, 300 


Total_ 5} 356, 100 
Belgium: Tanker...........-.- adébe wah . 5 | 88, 720 
Holland: Tanker. ............. : Jed dci tal Ss 359, 040 
France: Tanker_........... oa 151, 200 | 
Sweden: Tanker ia 79, 000 | 


I ih Se ee ee mone , 178 | 3,313,970 1, 470, 470 





Mr. Auten. Then you mentioned that the subsidized lines, in the 
period from 1939 to 1948, had experienced an increase in the net worth 
of 632 percent, or some figure in that neighborhood. Could you tell 
me whether the increase was due to operations in the whole period 
on a fairly level basis, or was the source of the increase during wartime 
operations, or just how did it come about ? 

Mr. Morean. Well, of course, the dates include the wartime period. 
That was a period of unusual activity, even extreme pressure for 
the entire industry. The important thing though, it seems to me, 
during the same period of time the unsubsidized owners were doing 
the same type of work and their net worth increased only 73 percent. 

Mr. Auten. Could you, using the basis of the last year or 2 years’ 
earnings, projecting the period of the increase in net worth over the 
next 10 years, have an opinion as to whether there would be any 
ee during what might be a more normal operation in the 

uture 

Mr. Morean. I would have used a later figure, Mr. Allen, except 
that no figure for the unsubsidized segment of the industry is avail- 
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able after 1948. Later figures are available for the subsidized -seg- 
ment and as the printed statement shows, the subsidized companies in- 
crease continued to 650 percent and all I can say is that the earnings 
opportunities for the unsubsidized segment of the industry seem 
so meager today and will be meager when emergency cargoes of one 
type or another fall off, that the decrease in their net worth is apt to 
be a great deal more rapid than the decrease in the subsidized. 

Mr. Auten. Is any part of this decrease in net worth involved in tax- 
free deposits which, in effect, are never available for dividends of 
stockholders? In other words, rather than for a payment of taxes 
which is immediately lost to the taxpayer, is there involved a pay- 
ment into the Federal Treasury of what amounts to capital that 
the Federal Government has in ships at a later date and which is never 
available to the taxpayer ? 

Mr. Morcan. Well, the theory of those funds and the construction 
reserve funds is the replacement fund. The items in net worth may 
be represented by dollars on deposit or they may be represented by 
vessels that are acquired when the funds are withdrawn. Of course, 
when dividends are paid, by that much net worth existing prior to 
the payment of the dividend is decreased. The eventual effect, I sup- 
pose, will remain to be determined when the funds are liquidated, 
when and if they are liquidated. 

Mr. Aen. | am trying to get at two points; one, whether or not 
the 632 percent is a figure upon which we can put any reliance in the 
amendment of the existing law to provide for a future condition, and 
the other is whether it is just a bookkeeping figure for convenience 
but it actually does not represent any capital that the operators can 
use except under such restrictions that for practical purposes it is 
already out of this company. 

Mr. Morean. Well, the construction reserve funds are subject to 
restriction. The special reserve funds are subject to some but are with- 
drawable and, if withdrawn, the tax accrues. As a matter of law, if 
the contracts are terminated, the funds are distributed in accordance 
with the law and the agreements. 

Mr. Auten. Do you have any figures of the increase in net worth of 
the substantial industries that are engaged in shoreside operations, not 
in connection with maritime industries, but such as the big industrial 
field covered by General Motors or Westinghouse or that type of 
operation. 

Mr. Moraan. Yes, I have those figures available. I do not have 
them in mind. 

Mr. Auten. Do they show generally greater or lesser increases than 
the 73 percent or the 632 percent ? 

Mr. Morgan. My recollection is, and I would like to have an oppor- 
tunity to correct the record on this if I am wrong, that they are higher 
than 73 percent and lower than 632 percent. 

Mr. Auten. In other words, the unsubsidized lines did a lot worse 
than the average industry, but the average industry does not do as 
well as the subsidized lines? 

Mr. Morecan. That is what I say, but I would like to correct the 
record on that if I am wrong. 

(The following letter was later received for the record :) 
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ASSOCIATION OF AMERICAN SHIP OWNERS, 
New York, N. Y., May 29, 1958. 
Hon. ALVIN F. WEICHEL, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 


My Dear Mr. WEICHEL: During my testimony Congressman Allen asked me to 
supply figures for other industries that could be compared with the 73 percent 
and 632 percent increases, respectively, in the net worth of unsubsidized and 
subsidized American-flag shipping during the 1938-48 period. 

The shipping percentages were submitted not to show that unsubsidized ship- 
ping had compared either favorably or unfavorably with other industries but 
that the law has operated to discriminate in favor of growth of subsidized com- 
panies since it afforded them privileges that were withheld from unsubsidized 
companies. It seems impossible to justify this discrimination on any basis, and 
particularly on grounds of serving the national interest. 

The following net-worth figures with respect to the manufacturing industries 
indicated have been computed from the United States Treasury’s Statistics of 
Income, Part 2, for December 31, 1988, and December 31, 1947. We do not have 
any published net-worth figures by industry groups for December 31, 1948, the 
terminal date for the period of the shipping comparison. The Treasury’s sta- 
tistics do show, however, a further increase of 9.2 percent in the aggregate net 
worth of all corporations between December 31, 1947, and December 31, 1948. 


[In millions] 





Dec. 31, Percent 


Industrial group 1947 increase 


RE, WES dj chtdddnpudaanctacanpassasanenennenel , 26 | 85.8 


Nonferrous. ._........ nbd du squire tentitls cliseptntn oe 
Electrical machinery and equipment_.- 

Chemicals and allied products. .._...-. 

Automobiles and equipment... -.-.- 


Mr. Auten. There was recently a sale involving the American 
President Lines. Was there any relationship as shown by the books of 
the company and the amount paid at the sale which would indicate 
whether the figures are actually an estimate of the net worth? 

Mr. Morgan. I don’t know. I don’t know what the considerations 
were that went into making up that price. It was a sale at competitive 
bids, as I recall, and they might or might not. 

Mr. Aten. Would the competitive price be a better indication of 
the actual net worth than the bookkeeping figures ¢ 

Mr. Mora@an. On one sale? I wouldn’t think so, sir. 

Mr. Auten. Turning to the matter of the proposals you have made 
with regard to subsidizing wages, would you tell us in amounts of 
money what the figure at the top level of wages that would be sub- 
sidized would be likely to be? I think you mentioned $405 as the 
present rate of able-bodied seaman. 

Mr. Moraan. $475 is the average. 

Mr. Auten. Under the proposal you gave, what would you estimate 
the top level for subsidy purposes could be? 

Mr. Morcan. Well, sir, if we were to take the earnings of rail- 
road labor as the ceiling, the cost to the Government to subsidize the 
258 nonsubsidized ships that are in private operation today, plus the 
100 that are temporarily employed for the Government’s use but are 
privately owned, it would cost $45,800,000, roughly, as nearly as we 
can compute it. 
¢ Mr. Auien. Can you translate that into the top level against this 

475 ¢ 
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Mr. Morean. I do not quite understand that question, Mr. Allen. 

Mr. Atten. If we were subsidizing the wages of the seamen under 
the plan you proposed, what would be the top level that would result 
which would be the proportion up to which the Government would 
subsidize ? 

Mr. Moroan. Maybe this is the way to answer it. That would 
mean that approximately 34.2 percent of the wages would be subsidized 
by the Government. 

Mr. Auten. That would be approximately $360 subsidized and $480 
would be the total per man per month? Could you tell me if that 
amount is wrong? For example, on a ship such as the United States 
which has about a crew of 1,000 men. 

Mr. Morgan. I cannot do it by a single ship. I can only do it by 
averages. I can’t do it by a single ship. 

Mr. Aten. There is only one like it in the world, so maybe we have 
to work on individual operations, but if it were applied to a vessel 
with a crew of 1,000 men, which would mean a deduction of $120 a 
month, would that difference in subsidy make the difference between 
running the ship at a profit or at a loss? 

Mr. Morcan. I couldn’t tell you that, sir. But under the proposals 
I have outlined, there would be a considerable time in which to weigh 
and work out the problems of subsidized ships with a crew of 1,000. 

Mr. Auzen. If it would, the company would have to cease opera- 
tions or would have to keep the wages up at a loss, or there would have 
to be a reduction in labor costs. Would that be the three possibilities ’ 

Mr. Morean. As I say, I don’t know what the situation might 
eventually be. The company wouldn’t be disturbed for awhile, and 
I imagine that the owners of the United States could answer the 
eventual implications of that question very well. As nearly as we 
can figure, the subsidy accrual—and this is prior to the latest increases 
and the Maritime Administration is behind in its computations—they 
estimated a subsidy accrual of $72,300,000, of which apparently 
$60,300,000 was for the account of the freighters and combination 
ships and $12,000,000 for the account of 7 passenger ships. 

Mr. Aten. But applied to your annual operation, that doesn’t 
give you the picture whether it would be at a loss or at a profit. 

Mr. Morean. Assuming you refer to the eventual application of my 
proposals to a particular ship, my answer is “No.” 

Mr. Aten. Under your suggestion for proposals with regard to 
construction subsidies, and as I understand the basis of the proposal 
is to put into the hands of the private operators the design of the ships 
for their own requirements and the financing and other business 
arrangements in connection with the acquisition. 

Mr. Morean. Yes, sir; and I think that would be in the public in- 
terest too. 

Mr. Aten. I won’t say I disagree with you, but would it be likely 
under such a program that ships such as the /ndependence and the 
Constitution and the United States and a variety of others, also the 
mariner class ships which were built with requirements entirely un- 
needed for commercial use but very necessary for war use, would such 
ships be built under your proposal ? 

Mr. Morean. I am not recommending any substantial changes in 
the construction subsidy feature except as to who has the building 
done and where it is financed. I do not think they will get any more 
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ships of that sort built until some of the haze, if you will, is cleared 
away from the situation that exists now. 

Mr. Aten. I could go along with that in a good part, but you still 
do not answer the question I was trying to get at. Assuming, as I do, 
that a few of those ships are very handy to have around and that 
we might need some, under your proposal would it be likely that they 
would be built by the private operators who would have to do the 
construction and purchase of the ships? 

Mr. Moraan. I don’t know, sir. I think the answer perhaps requires 
some point as to emphasis. Is it in the public interest that we have 
one ship like the Unzted States, which is a beautiful ship, there is no 
question about it, and a handful of freighters? What shall be the 
composition of our merchant marine? 

Now, I have heard the Army tell a great many from the industry, 
in effect, that the merchant marine to the Army is like a bag of tools. 
I have heard them say that these mariner class ships that were built 
at considerable expense, probably cannot get into 25 percent of the 
—_ that the Army considers that it will have to use. They want all 
cinds of ships that can do all kinds of jobs. So I do not think our 
own view of the situation should be determined in the final analysis 
by its effect upon a particular vessel. 

Mr. Auxen. I will agree with that, but on the other hand I am 
trying to get at what the effect of your proposal would be on types of 
construction which we have already deemed necessary at one time or 
another. Very frankly, I don’t know whether you said yes or no. 

Mr. Morean. Well, what has been deemed necessary in the past 
may not be appropriate in the future, but, as I say, I cannot tell what 
the effect would be on a particular type of ship. 

Mr. Auten. That isall I have, Mr. Chairman. 

Mr. Weicuet. Mr. Bonner. 

Mr. Bonner. Mr. Morgan, the subject you are discussing has always 
fascinated me. The associate members of your organization, and I 
have a list of them here, will you tell me which ones of them were in 
business in 1936 when the act was written which we now have under 
discussion ? 

Mr. Morean. I think every one. 

Mr. Bonner. All of them were in business and operating at that 
time ? 

Mr. Moraan. Yes, sir. 

Mr. Bonner. Do you know how many of the present subsidized lines 
were operating and in business at the time of the writing of the 1936 
act ? 

Mr. Morean. There are a couple of new companies that I believe 
were not in existence at that time. 

Mr. Bonner. Which ones are they ? 

Mr. Morean. I would rather supply that information. 

(The information referred to was not supplied. ) 

Mr. Bonner. Now we have two groups. What operators are in 
business now and operating that are not members of either group 
here under discussion, that is the subsidized group or the other group, 
the unsubsidized group, your group ? 

Mr. Morean. Well, there is a group of tramp ship operators. 

Mr. Bonner. What is that? How many different operators in that 


group? 
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Mr. Morean. I couldn’t give that to you offhand. 

Mr. Bonner. What else ? 

Mr. Morean. And there are some independents. 

Mr. Bonner. That is what I would like to know. 

Mr. Morean. The Isbrandtsen Steamship Co. is an independent 
and there are a number of Greek-American owners, I believe, that are 
not in any of the associations. 

Mr. Bonner. What large operator operating in all types of busi- 
ness ? 

Mr. Morcan. The Waterman Steamship Co. 

Mr. Bonner. All classes of operator? Is the Waterman Co. in that 
category ! t 

Mr. Moraan. It is a worldwide operator. Waterman operates in 
the costwise trades, the intercoastal trade and the foreign trade. 

Mr. Bonner. Do they run on any regular lines ¢ 

Mr. Morean. They do. They are all regular lines. 

Mr. Bonner. Then the point that interests me is that your asso- 
ciation, your associates and others were in operation when the 1936 
act was written and they have never selected to come under the pro- 
visions of the 1936 act. 

This morning you give a picture of a great prosperity that has re- 
dounded to you under the 1936 act and it fascinates me and interests 
me as to why these other operators never came under the act if all 
the benefits are under the act. 

Mr. MorGan. Well, one reason gets back to a principal weakness of 
the act, to the essential route concept under which the Government 
laid out railroad tracks, if you will, from here to South Africa, from 
here to South America, and put one company on each and until 
recently, then closed it down. 

Mr. Bonner. Well, they all had an opportunity to come in, didn’t 
they ¢ 

Mr. Moraan. At the outset? 

Mr. Bonner. Yes. 

Mr. Morean. Well, you had a number of the subsidized companies 
that were already in oo at the time. The trade routes were 
not offered at competitive bids. 

Mr. Dorn. Would you suggest they should be? Oh, I am sorry, 
Mr. Bonner, I did not mean to interrupt. 

Mr. Bonner. There is bound to be some negotiation. You were 
around at the time of the writing of the 1936 act. 

Mr. Morcan. I was around, but I was not involved in maritime 
affairs. 

Mr. Bonner. Have you read the record as to what the condition was 
at the time the act was under consideration and when it was passed, 
which was to perpetuate an American merchant marine, and it was 
testified here that we did not have one and it was a fact that we did not 
have one. 

Mr. Morean. And I am testifying today that we do not have today 
one that is strong enough. 

Mr. Bonner. We have a great many more today then ' we had at that 
time. 

Mr. Moran. We have got 258 privately owned subsidized ships. 

Mr. Bonner. We have a merchant marine that is operating in 
competition to American-flag vessels, is that correct? 
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Mr. Moraan. Yes, sir. 

Mr. Bonner. Then those that came into the arrangement—I have, 
Mr. Chairman, the agreement that they came in under and I do think 
it would be to the advantage of this hearing and those of us who 
have got to determine whether or not we amend the act in accordance 
with Mr. Morgan’s suggestion—to know all the agreements and to ask 
Mr. Morgan does he agree that his associates would assume the iden- 
tical responsibility. 1 presume that you know all the agreements, do 
you not ¢ 
' Mr. Morean. I am suggesting that a good many of them be elim- 
inated from this plan. 

Mr. Bonner. Then you would eliminate from the present contract 
certain things ? 

Mr. Morcan. That is correct. If they want to come in under this 
plan, I would say let them off the hook on those agreements that they 
have made. 

Mr. Bonner. Could you give the committee any assurance that a 
chaotic condition wouldn’t reoccur where they were all fighting on 
the routes and lines and drive each other out of business and cost the 
Government more money ? 

Mr. Morcan. That question seems to presuppose that there is no 
foreign competition at all, that the American operators on a particular 
route have a monopoly, and yet that is not the fact. 

Mr. Bonner. The reason for it is you will put him in a competitive 
position with foreign operators. 

Mr. Morcan. Let us put 3 or 4 Americans in a position to compete 
with foreign operators. Let us drive the foreign operators out. 


Mr. Bonner. Would the route sustain putting into one channel 3 
or 4 additional eqerntens’ 


Mr. Morgan. Well, the Maritime Commission now has a list, and I 
do not have it with me, of the number of the foreign and American 
companies serving these various trades in the world and on some there 
are as many as 12 or 15 foreign companies now that are in operation. 

Mr. Bonner. Would there be an additional cost in subsidy because 
it would cut the American-flag ship opportunity down and bring 
about an additional cost on the Treasury of the United States in sus- 
taining the operation by additional subsidies ? 

Mr. Morgan. I do not see anything going down about the sub- 
sidized ships so far, about the cost of maintaining this merchant ma- 
rine. It seems to be rising quite rapidly and I do not think we are 
getting enough for our money. 

Mr. Bonner. That is the question that needs to be cleared up. They 
have made all these fabulous profits and so you do not think they need 
the subsidy. 

Mr. Morean. I do not say that, sir. 

Mr. Bonner. It is one way or the other. 

Mr. Morcan. I am recommending an alternative limited subsidy. 

Mr. Bonner. I understand what you are recommending. You are 
recommending a subsidy to tramp operators. 

Mr. Morcan. The tramp operators would be eligible under my sub- 
sidy, and so would the unsubsidized berth operators. 

Mr. Bonner. How does it hold true that if they have made all these 
profits and the valuation of their invested capital has so increased 
that the cost of subsidies are so high ? 
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Mr. Morean. You know the principal item in the cost of the sub- 
sidies is wages, and wages have risen very, very spectacularly. 

Mr. Bonner. Then would that be cured by getting everybody under 
the same umbrella? 

Mr. Morgan. I think it would be cured if you put a limit on the 
portion of the subsidies that the Government would pay. 

Mr. Bonner. Limit the subsidy ? 

Mr. Morean. That is right; yes, sir. 

Mr. Bonner. In other words, an operator who is getting the pres- 
ent scale of subsidy for labor and other things in the arrangement, 
there would be a table as to what he would receive. 

Mr. Morean. Well, I haven’t recommended any change insofar as 
present contracts exist for their duration, which is a substantial 
period of time. I wanted to prevent the possibility that you men- 
tioned of suddenly disturbing everything. So I would let the present 
subsidized companies serve out their contracts, which would be 10 or 
12 years and maybe 8 in some cases, and you will have a transition 
period. 

Mr. Bonner. And those operators who are to be subsidized under 
your proposal would come in on the routes that these present sub- 
sidized operators have been assigned ¢ 

Mr. Morean. Where there are berth operators, they are there now. 
They are there now and it isn’t as though they will suddenly come 
in and offer competition to presently operating companies. They are 
there and are competition today. 

Mr. Bonner. If it is so advantageous now, why didn’t they apply 
for subsidies and come in under the subsidy operation since the act 
was written ¢ 

Mr. Morcan. Well, as I say, at the time the administration of the 
act got under way, it was conceived of as 1 company, 1 American- 
flag company only on a route and that has only lately been somewhat 
modified on a couple of trade routes. 

Mr. Bonner. That cannot be the answer as to why they did not 
come in under subsidy, and these operators have received great bene- 
fits under the Ship Sales Act. They operate the vessels operated 
under the wartime conditions and sold to them at a very reasonable 
cost. 

Mr. Morgan. On the Ship Sales Act? 

Mr. Bonner. Yes. 

Mr. Morean. On the Ship Sales Act, you and Mr. Hart and 2 or 3 
others were here and you were trying to find a price at which you 
could sell the most ships possible and you finally hit on a formula 
which you thought was in the Government’s interest. You were look- 
ing for a market price and I do not believe for 1 minute now that it 

san be said that the industry was done a great favor. 

Mr. Bonner. I am surprised to hear you say that, because you 
couldn’t have built the ships at any such price. 

Mr. Morean. That is right. 

Mr. Bonner. And the cost of construction was very high then and 
materials were high, and the hue and cry was that if we did not get 
these ships out into operation under the American flag that the trade 
would be lost permanently. 

Mr. Morcan. The same thing is true about used ships as is true 
about used automobiles. You do not have the value in an automobile 
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that is used and you do not have the same value in a ship that is used as 
compared to one that is new. It depends on the market. The Govern- 
ment was stuck at the end of the war with 5,000 ships. 

Mr. Bonner. Since you mentioned automobiles, for the past 10 
years no retailer of automobiles has had to have a sales force. They 
could just sell everything they had at the door and customers were 
waiting. Now, isn’t it true that the independent operators for the past 
10 years have had just all the business that they could take care of and 
they didn’t have to have any assistance and sales force. Now, since 
the going got tight they want to come in under the benefits that 
these men have operated on with the conditions that you operated as 
free lancers. You now want to get under, and by the same token 
Government might be asked by the retail automobile association to 
pay the salaries of the salesmen to sell automobiles. Isn’t that about 
the comparison ? 


Mr. Morean. No, sir. 

Mr. Bonner. Well, the American automobile retailers will have to 
go to more expense to operate. Is that so, or isn’t that so? He is 
going to have to get out and get somebody to sell cars. 

Mr. Morean. They are out selling cars. 

Mr. Bonner. What? 

Mr. Morean. They are out selling cars. 

Mr. Bonner. Yes, but they haven’t been selling them. 

Mr. Morean. I don’t know about that. 

Mr. Bonner. But you know about the ship business and you know 
that these people who have been operating free lance have gotten all 
the business they could take care of and now the business is getting 
tight and they want to break up the rules and come in under the 
benefits. 

Mr. Morean. It just isn’t true that these companies haven’t had 
sales organizations, if you want to call it that. 

Mr. Bonner. Who? 

Mr. Morean. Steamship companies. The American-Hawaiian 
Steamship Co. went out of the intercoastal business and they had 
about 300 people whom they put out of business. 

Mr. Bonner. I know they have agencies; yes, sir. 

Mr. Morgan. Freight solicitors all over the country, an expensive 
organization. 

Mr. Bonner. It has always fascinated me why some didn’t come in 
and why some did and then come in and bring a complaint as to those 
who are under the act when the others had an opportunity to get under. 
It has never been explained why certain ones stayed out and now want 
to get in. 

(Mr. Morgan requested permission to insert in the record at this 
point the following letter from American-Hawaiian Steamship Co., 
with the comment that other companies had had similar experiences :) 


AMERICAN-HAWATIAN STEAMSHIP Co., 
New York 4, N. Y., May 18, 1958. 
Mr. Grorce W. MoreGan, 


President, Association of American Shipowners, 
New York 4, N. Y. 
My Dear Georce: I note that Frazer Bailey in the course of his testimony 
stated “other lines did not make application for subsidies.” 
On August 2, 1946, American-Hawaiian made an application for an operating 
subsidy on five C4 vessels to be used in the transpacific service designated 
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as route No. 9, freight service F. This was denied by the Maritime Commis- 
sion on June 9, 1947, who decided that because of 26 sailings made from April 
1, 1946, to August 15, 1946, by cargo vessels used by American President Line to 
supplement its combination passenger service, the freight service was adequate. 
The Commission then reasoned that future foreign competition could be antici- 
pated and granted a subsidy to American President Line on freight service F. 

Although the subsidy was denied to American-Hawaiian, last year the Maritime 
Administration granted subsidies to two lines that were not organized until 
after the war. 

Sincerely yours, 
Epwarp P. FARLEY, 
Chairman of the Board. 

Mr. Morgan. I am not complaining about the subsidized companies 
having subsidies. I am pointing out “certain facts as to differences in 
their situation today. My fundamental point is that if we want a 
merchant marine we have got to do something about it. 

Mr. Bonner. In your bill you say you would be willing for your 
associates to accept the obligations now laid down in the rules and 
regulations prescribed for subsidy. Do you set out in your bill just 
how that would work with your group? 

Mr. Moraan. Yes, sir; but I did not say that we were prepared to 
accept all the present obligations. 

Mr. Seer I understood you to say that you were. 

Mr. Morean. No. 

Mr. Bonner. Now what features would you want to throw out? I 
have the list before me. Do you want to read it and then tell me just 
what you would throw out, and still you say you want to keep the 
present contractor under these rules. 

Mr. Morgan. No, I want to give him an opportunity if he wants to 
to take the limited subsidy. 


Mr. Bonner. Delete the same thing you would. 

Mr. Morcan. If he takes the substitute limited bill or plan; yes, 
sir. 

Mr. Bonner. Shall we go through it and you say what you 
agree to? 

Mr. Morgan. All right. 

Mr. Bonner. All right, the first point is that: 


The contractor nyust own or purchase a suitable number of vessels of the 
type, size, and speed required to maintain the service. Such vessels may 
not be used in any other service without Government approval. 

Is that satisfactory to your associates ? 

Mr. Morcan. You have got to have ships if you are going to be 
in business. There is no burden to that one. 

Mr. Bonner. We are just down to the point of saying whether 
you want it or not, finding out what you want to delete. 

Mr. Morean. That one would be deleted. It isn’t necessary. 

Mr. Bonner. So you do not agree with that one’? ’ 

Mr. Morean. That is right. 

Mr. Bonner. The next point is: 

The contractor must maintain common carrier service for a period of 
years over an essential trade route specified in the contract on fixed schedule 
approved by the Government. 

Would you want that one in or out? 


Mr. Morcan. Well, I would eliminate that one. We have got a 
different list. 
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Mr. Bonner. That is out? 

Mr. Morgan. Yes. 

Mr. Bonner. The next is: 

One-half of the contractor’s profits in excess of 10 percent of his capital 
s recapturable up to full reimbursement of operating subsidy, payments to be 
averaged over a 10-year period or the life of the contract, whichever is less 
in time. 

Do you want that one in or out? 

Mr. Morcan. If the subsidy is to the crew, there isn’t any need 
for that one. 

Mr. Bonner. You would throw that one out ? 

Mr. Morean. Yes, sir. 

Mr. Bonner. The next one is: 

The contractor must provide a replacement vessel program to insure con- 
tinuity of service with modern ships, as may be required by the Government. 

How do you feel about that one ? 

Mr. Morgan. That is good business. Anyone has to do that. 
You do not need to require that by contract. 

Mr. Bonner. You would be willing to come under that ? 

Mr. Morean. I do not want to have someone down at the Mari- 
time Administration make these business decisions for me and tell 
me what he thinks I should do. 

Mr. Bonner. I want to get your views. 

Mr. Morcan. My view is that that one is unnecessary. 

Mr. Bonner. You would want to throw that one out? 

Mr. Morean. Yes, sir. 

Mr. Bonner. That is out. All right. The next one is that: 

Contractor must maintain capital and special reserve funds into which he must 
deposit: (a) All depreciation on subsidized vessels. (b) All proceeds of sales 
nsurance recoveries or other disposal of subsidized vessels. (¢) Profits from 
subsidized vessels in excess of 10 percent of contractor’s capital per annum, tu 
provide against recapture liability and replacement. 

How about that one? 

Mr. MorGan. That one is tied to section 607 of the present law. 

Mr. Bonner. I am just asking you would you be willing to keep this 
one in the contract which you agreed to? 

Mr. Morean. In lieu of that, I have suggested an accelerated de- 
preciation . 

Mr. Bonner. You would want to throw it out? 

Mr. Morean. I do not want to throw that out permanently to the 
extent that that enables the shipowner to build up additional capital, 
to acquire additional ships that cost considerably more than the ones 
he has now. 

Mr. Bonner. As this is, you would throw it out? 

Mr. Morgan. For the present. 

Mr. Bonner. The next point is: 


Funds may not be withdrawn from reserve accounts other than (a) To pur- 
chase ships or pay mortgage notes on subsidized vessels. (b) To release deposits 
at the end of contract or 10-year period after satisfying recapture liability and 
replacement program requirements. (c) To offset actual operating losses of subsi 
dized vessels for a particular year. (d) Funds actually reinvested in vessels 
are subject to tax deferment, but funds withdrawn are taxable of the year in 
which released. (e) Funds once invested in vessels are subject to continuous 
reinvestment through operation of the capital reserve account, and are never 
available to contractor while service continues. 
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How about that one? 

Mr. Morean. That one hangs on the previous one. 

Mr. Bonner. You would be willing to keep that one in? 

Mr. Morcan. No; the same answer applies to that one as to the 
previous one. 

Mr. Bonner. You would want to throw this out? 

Mr. Morean. That is part of the same one. 

Mr. Bonner. You would throw all I have read out ? 

Mr. Moraan. For the present. 

Mr. Bonner. The next point is: 


The contractor must not, except with specific approval of the Government: 
(a) Operate any chartered vessel under a subsidy contract. (b) Operate any 
vessel over 20 years old under a subsidy contract. (c) Engage in any auxiliary 
services directly or indirectly connected with the operation of subsidized vessels, 
such as stevedoring, ship repairing, ship chandlering, towboat, or kindred services 
(d) Operate unsubsidized vessels in competition with other subsidized lines. (e) 
While operating a subsidized service, engage through ownership, operation, or 
charter of any vessel, in the intercoastal or coastwise protected trades of the 
United States, either directly or through affiliates, nor hold any pecuniary 
interest in any person or vessel in such service. (f) Effect any merger or con- 
solidation, or directly or indirectly embark upon any new enterprise or business 
activity not connected with the business of shipping. (g) Own, charter, or act 
as agent or broker for, or operate, any foreign-flag vessel competing with any 
American-flag service determined by the Government to be essential. (h) Oper- 
ate any unsubsidized vessel in the subsidized service of the contractor. (i) 
Dispose of any interest in the subsidy agreement or make any agreement for 
maintenance, management, or operation of the service by others. 


Do you want to throw that out? 
Mr. Morcan. There are so many points to that one, Mr. Bonner. 
Mr. Bonner. This is the contract that the subsidized operators are 


under now. Would you want to throw that out? 

Mr. Morean. I would have to go over that one phrase by phrase. 

Mr. Dres. I move we just put it in the record. 

Mr. Bonner. Of course it is all right, Mr. Chairman, to put it in the 
record but here is a witness testifying for revision of the act of 1936 
and he comes along with a statement and he has filed a full brief 
supporting his entire new bill or amending the bill. I think it is only 
fair to those who have got to decide and make a decision on what shall 
be the future legislation with respect to the American merchant marine 
that you get from this witness or some witness statements as to the 
existing contracts under which we are paying subsidies. I know it 
takes time, but probably we have hurried through many bills of this 
nature hurriedly and have not analyzed the entire effect and what will 
be done, so I merely wanted to get this gentleman’s views. I am trying 
to determine and to know just “what is in the mind of a nonsubsidized 
and a subsidized operator and those who do not come in at all. 

Mr. Weicuet. May I make this suggestion? I am not trying to 
curtail your questioning with reference to what will go in and what will 
go out. It seems that is a comparison of dislikes because under the 
existing law the total cost difference of the American operation is 
subsidized so that all these restrictions are interwoven. His, as I 
understand it, is a limited subsidy to labor and the rest of the costs 
will have to be borne by the operator. So that is what I was wondering 
about. Each one is based on different premises. 

Mr. Bonner. But the costs are all summed up in the subsidy even- 
tually. 
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Mr. Suetiey. It seems to me that the present situation—and Mr. 
Morgan can correct my interpretation of what my understanding is 
if I’m correct so that there are lines subsidized under the 1936 act 
which are subsidized on four bases and are required to meet certain 
obligations to get those subsidies. Mr. Morgan’s proposal would be 
that there be no obligations at all on these lines and that all American- 
flag operators get a subsidy on the wage basis only. 

Mr. Morean. You would have an obligation that restricts your 
operation to American-flag vessels. 

Mr. Suetiey. That is the only obligation ? 

Mr. Morgan. Yes. 

Mr. Suettey. Because there wouldn’t be any sense in writing an 
act that didn’t require that. But that would be the only obligation 
imposed on operators of American-flag vessels, and any operator would 
get that narrowed-down or limited subsidy on the wage situation only ? 

Mr. Moraan. Yes, sir. 

Mr. Suetitey. That is your proposal? 

Mr. Morean. Yes, sir. 

Mr. Bonner. So you do not agree with this one, or do you agree 
with it? 

Mr. Morean. I cannot answer that, Mr. Bonner. 

Mr. Bonner. In other words, you would like for this one to be 
revised ? 

Mr. Morean. Yes; and perhaps some of the others, too, because they 
have been long ones. 

Mr. Bonner. I will just leave a question mark for that one. 

Then the next one is: 

All books and accounts must be kept on Government forms in accordance with 
Government practice, and full and numerous reports must be submitted of any 
character required concerning any phase of the business. 

Is that a fair requirement or an unfair request for the Government 
to make when it is going to furnish a subsidy ? 

Mr. Morean. If it isn’t fair, our tax laws aren’t fair. 

Mr. Bonner. So you agree with this one? 

Mr. Morgan. On the Government forms? 

Mr. Bonner. As it is written. 

Mr. Morean. You have to do it with the Interstate Commerce 
Commission. 

Mr. Bonner. You agree with this one? 

Mr. Morean. Do you want to read the latter part of it? 

Mr. Bonner. That is all. 

Mr. Morean. Just reporting and keeping these forms on particular 
forms ¢ 

Mr. Bonner. Yes; to keep your business as directed by the Maritime 
Commission. 

Mr. Morean. Oh, no, no. 

Mr. Bonner. That is what it says: 

All books and accounts must be kept on Government forms in accordance with 


Government practice, and full and numerous reports must be submitted of any 
character required concerning any phase of the business. 


Mr. Morean. No. 
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Mr. Bonner. Now, where we are going to pay a subsidy that is for 
the protection of the Government so that the Government can tell 
what is going on in the business to which it is paying a subsidy 

Mr. Morean. Any reasonable protection that the Government needs, 
I am agreeable to. 

Mr. Bonner. Do you agree to that? 

Mr. Morcan. Not if it says that you have got to do exactly as the 
Government says. I do not think that is the way to run a business. 

Mr. Bonner. The Government has got to do just exactly as you 
propose, haven’t they, if this becomes a law ? 

Mr. Morean. I do not see that, either. 

Mr. Bonner. How is it going to work if you pass an act saying that 
the Treasury shall do so and so if the Appropriations Committee of 
the House will put the money up ? 

Mr. Morean. If the Appropriations Committee will put the money 
up. Anything that is reasonable to protect the Government and to 
see that the plan is not abused is entirely agreeable. 

Mr. Bonner. You agree to the salary limitation of the officials 
where it states: 





No employee may receive a salary in excess of $25,000 per annum. 

Mr. Morcan. No; we are not asking for any subsidies to pay sal- 
aries of officials. 

Mr. Bonner. Of course, in operation the salaries of the officials are 
a part of the cost of a subsidy. 

Mr. Morgan. Not of a wagesubsidy. That goes only to the payroll 
of the ship.. 

Mr. Bonner. You are asking only for a wage subsidy ? 

Mr. Moraan. Yes, sir. 

Mr. Bonner. The only thing in your bill is to bring about a wage 
subsidy ? 

Mr. Moraan. Yes, sir. 

Mr. Bonner, Well, this one deals with wages and you do not agree 
with the limitation on the salaries of officials? 

Mr. Morean. No, sir. 

Mr. Bonner. And the next one states: 

Contractor must comply with minimum manning requirements, wage scales, 
and working conditions, including carriage of cadets and apprentices as required 
by the Government. 

How about that one? 

Mr. Morgan. Everyone has to conform to Coast Guard require- 
ments in that respect. 

Mr. Bonner. You agree with that one? 

Mr. Morean. I agree with it to the extent that it is in the law. I 
haven’t recommended that it be repealed. 

Mr. Bonner. And the next one: 


Contractor must use only materials and supplies of United States origin. 

Mr. Moraan. That applies to everyone. There is a duty on them 
if you buy them abroad. 

Mr. Bonner. If you come in under that contract, you agree to this? 

Mr. Morean. We have that now under other provisions of the law. 
I do not want to complicate this plan by saying we ought to do what 
we are already doing in the form of a contract. But'you already have 
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to observe the manning scales recommended by the Coast (ruard. 
You have to buy your provisions and have your repairs done at home. 
I am not asking that the law be changed in that respect. 

Mr. Bonner. The only thing that you are asking for your associ- 
ites is the subsidy on labor ? 

Mr. Morean. That is right. 

Mr. Bonner. And you say labor is already too high? 

Mr. Morcan. Yes. I think it is disproportionately high. I do not 
say labor is too high. 

Mr. Bonner. You think by bringing it under a subsidy scheme for 
your labor, you would be able to reduce the cost of labor ? 
~ Mr. Morcan. No; 1 do not think we will. 

Mr. Bonner. That is all, Mr. Chairman. 

Mr. Weicue.. Mr. Seely-Brown ¢ 

Mr. Srety-Brown. No questions. 

Mr. Weircuen. Mr. Boykin? 

[ hear no response. Mr. Garmatz? 

I hear no response. Mr. Shelley ? 

Mr. Sueviuy. Mr. Morgan, will you take that jist of people whom 
you represent ? 

Mr. Morean. Yes. sir. 

Mr. Sueetry. Tell us the number of ships that each operates and 
what service they are in. 

Mr. Morean. I cannot do that offhand. 

Mr. Suetiry. Can you supply it for the record? 

Mr. Moraan. I can; yes. 

(The information referred to follows :) 
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Mr. Suetiey. In regard to coastal and intercoastal operators, are 
they confronted with foreign competition ¢ 

Mr. Morean. No. They are protected. 

Mr. Suriiey. Protected under the law of the United States which 
provides that only American-flag vessels can carry passengers or 
goods from one American port to another? 

Mr. Morean. Yes, sir. 

Mr. Siriiey. How are their rates determined, and by whom are 
they regulated ¢ 
Mr. Morcan. By the Interstate Commerce Commission. 

Mr. Surtiey. And that is the same Government body that regulates 
he rates on railroads and truck carriers? 

Mr. Morcan. Yes, sir. 
Mr. Sueuuey. Is it fair to assume that part of the decline of the 
coastal and intercoastal business has been due to increased competition 
in the past 10, 15, or 20 years from railroad and truck competition ? 

Mr. Morcan. Well, there has been some increase on the part of truck 
competition. But I do not think that that is the answer. 

Mr. Sueuiey. I am not trying to lay any foundation to say that 
is the answer. But is it a factor at all in your opinion ? 

Mr. Morean. To some extent I suppose so. 

Mr. Suetiey. Are the rates on goods carried intercoastal by vessels 
set up by the Interstate Commerce Commission on a comparable basis 
to those rates set up for railroads or transcontinental carriers? 

Mr. Morcan. Theoretically, yes; but practically the rates of com- 
peting carriers places a ceiling on the extent to which water rates may 
rise. If the water carriers can get any business, there has got to be 
a differential below the rate of competing carriers. 

Mr. Surutiey. But there is also a floor under which he cannot go? 

Mr. Morean. Yes. 

Mr. Snevitey. And that floor below which the competing carrier 
cannot go is set by the Interstate Commerce Commission ? 

Mr. Morcan. I do not believe that there are any minimum rates 
established. There may be some. The minimum rates are the point 
at which you go broke. 

\ir. Sueiiey. The minimum rates are that point? 

Mr. Moraan. Yes, sir. 

Mr. Suettey. You referred to $475 as the average wages of an 
unlicensed seaman ¢ 

Mr. Moraan. Yes, sir. 

Mr. Snetiey. How is that arrived at ? 

Mr. Morean. It is arrived at on the basis of a sampling of 39 
vovages, I believe. 

However, Mr. William I. Stoddard, secretary of our association, 
could answer that question. May he be permitted to answer that, Mr. 
Chairman ¢ 

Mr. Weicue.. Yes. 

Mr. Sropparp. There was a study made last year of the intercoastal, 
coast wise, foreign, both to Europe and Asia and aronnd-the-world 
trades all operated by nonsubsidized shipowners and each voyage 
was taken without any selection as to high or low, and representing 
the CTO, NMU, the SUP west coast union and the east coast AFL 
union, and they were taken for all ratings of unlicensed ratings, and 
this is a weighted average of the voyages and that was based on 
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voys wes in 1951, late 1951. It was brought up to date this year on 
e basis of Horwitz’s arbitration award. 

“fe that case the actual increase in the basic increase was applied 
to all these men for the past year and the increase in the new overtime 

‘ates were applied so as to bring it up to the constructive wage based 
on this year, which we believe to be accurate. 

Mr. Sunetiey. Then the fact is determined by a survey of 19 voyages 
vhich were extended to bring them up to the 1951 wages as applied 
after the arbitration award of Mr. Horwitz. 

Mr. STODDARD. Yes. 

Mr. Suetiey. Did that take in all departments, deck, engine, and 
teward? 

Mr. Sropparp. Yes. 

Mr. Sueuiey. And all classifications ¢ 

Mr. Stopparp. Of unlicensed personnel. 

Mr. Suetiey. What is the regular stvaight-time monthly wage 
oday of an able-bodied seaman ? 

Mr. Morean. As of June 16, 1952, at was $302.32. 

Mr. Suetitey. How did you arrive at $475 as an average? 

Mr. Morean. That is for all unlicensed personnel. The overtime 

‘ame to $219.70, making a total for the able-bodied seamen of $521.62. 
Hei is above the aver age. 

Mr. Suetiey. That overtime is based on what? 

Mr. Morean. It is based on penalty time, straight overtime, and 
na in some instances if the voyage included war bonus, it may 

iclude war bonus. 

-_ Suetiey. How is your present wage arrived at? 

Mr. Moraan. It is base pay, plus his overtime. 

Mr. Suetiey. How is it determined that that was the pay? 

Mr. Morcan. From the actual records, payroll records. 

Mr. Suetiry. Well, it wasn’t the result of collective bargaining, I 
mean an agreement between the parties? It was the result of a 
disagreement which went to arbitration. 

Mr. Morgan. Oh, the last increase is extra. 

Mr. Suetiey. Were these people whom you represent on this list 
bargaining as a group with the maritime union, or do they belong to 
various bargaining associations ? 

Mr. Moraan. Various bargaining associations. 

Mr. Suetiey. But all of them do belong to some bargaining asso- 
ciation ? 

Mr. Morean. Yes, sir. 

Mr. Suruiey. By which the wages are negotiated ? 

Mr. Morcan. Yes, sir. 

Mr. Suetiey. You referred, as I remember in your statement, to 
taking railroad wages as a ceiling for the basis of arriving at subsidy 
amounts. 

Mr. Morcan. That was in answer to a question ; yes. 

Mr. Suettey. What classification in railroad employment did you 
take and what class of wages? 

Mr. Morean. We took the average of all railroads 

Mr. Stopparp. We took the figure reported in the Bureau of Census 
wage and earnings survey which itself was taken from the Inter- 
state Commerce Commission’s figures and represents all employees 
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other than executive employees on an hourly basis. It is a figure 
reported every month by the Bureau of the Census, taken from the 
Interstate Commerce Commission. 

Mr. Suretiey. You took the average of the lump payment? 

Mr. Sropparp. Yes. 

Mr. Suetiey. And compared it with your lump? 

Mr. Sropparp. Yes. 

Mr. Suetiey. You made no effort to compare employment classi- 
fications or a similar classification of employment and tried to arrive 
at a wage classification for classification, because I do not see how you 
eould make much out of that without your knowing what you are 
going to use to pay the seaman or the oiler or the water tender or the 
ordinary mess boy. 

Mr. Sropparp. That is on page 23. We made comparative readings 
by similar occupations, but we also had the overall figure. 

Mr. Suetey. Is it your position that the American seaman is get- 
ting too much pay ? 

Mr Morcan. Not if the industry could afford these disproportion- 
ately high rates. I wish that the business of the American shipowner 
were so good that the seaman could be paid very generously. 

Mr. Suetiey. Now the able-bodied seaman who is getting $302 base 
pay a month for a 40-hour week ; is that so? 

Mr. Morean. It all depends. This business of a 40-hour week, yes, 
I guess that is what the base pay is based on. 

Mr. SuHetiey. $302 a month for a 40-hour week ? 

Mr. Morecan. Of course, you have got all of your penalty payments 
within that 40-hour period that add substantially to the base wage. 

Mr. Suetiey. They are included as overtime ? 

Mr. Morcan. Well, not as overtime but as penalty time. You have 
different rates on penalty time than the so-called true overtime. 

Mr. SHeiiey. Such as what? 

Mr. Morean. You mean what would be an example of penalty pay ? 

Mr. SuHeuiey. Yes. 

Mr. Morean. I wish I had an agreement with me. There are a lot of 
them, certain types of cleaning. It is sometimes said that the base pay 
is like a lawyer’s retainer and that any work done is compensated at the 
penalty rate. 

Mr. Sueiiey. The comparability of that goes to the quality and not 
the quantity of the material. You also said that the wages had in- 
creased. I think you said that they increased 200 percent and some- 
thing since 1939? 

Mr. Morean. Since 1945 wages increased 21% times, that is 148 
percent. 

Mr. Suetitey. What were the wages for an able-bodied seaman for 
his work in 1945? 

Mr. Morean. In 1945 his wages, according to the Maritime Commis- 
sion estimates were $210 a month. Now it is $521 a month. 

Mr. SHeviey. What hours did he work then? 

Mr. Morean. Same number of hours he is working now. 

Mr. Suetiey. Was he working a 40-hour week? 

Mr. Morean. They are not working a 40-hour week now. They are 
working a 56-hour week. 

Mr. Suetiey. Was the $210 based on a 40-hour week? 
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Mr. Morean. I don’t believe so. 

Mr. SHetiey. Was it based on a 48-hour week ? 

Mr. Morean. Fifty-six. 

Mr. Suetiey. Was he getting overtime over 56 hours in 1945? 

Mr. Morean. There isn’t any overtime over 56 hours if you have got 
a full complement. 

Mr. Suettry. I beg to differ. There may be overtime standing by, 
coming in and out of port, sending down lines to the rope locker and 
sending down gear and covering and opening hatches leaving or enter- 
ing port. 

Mr. Morgan. $210 is supposed to cover his total earnings in 1945. 

Mr. Suetxey. So that we not only have an increase in wages but 
part of that increase is based upon his improvement in working con- 
ditions. 

Mr. Morean. He still works the 56 hours. He is getting more 


money. 
Mr. Suetiey. He is getting paid for working over a maximum num- 
ber of hours that he did not get paid for before. ° 


Mr. Morgan. He is getting more pay. 

Mr. Suetiey. That is right. 

Mr. Morean. Working the same hours. 

Mr. Sue.itey. What was the pay for an able-bodied seaman in 1939? 

Mr. Morean. He got $72.50 base pay by some agreement that became 
effective on the 9th of January 1940. He got $72 50 a month. 

Mr. Suetiey. Commencing January 1940? 

Mr. Morean. Yes, sir. 

Mr. Suetiey. And that $72.50 was applied to how many hours? 

Mr. Morean. Fifty-six. 

Mr. Suetiey. Was there any overtime provision there? 

Mr. Morean. Very little. 

Mr. Suettey. Or any penalty provision ? 

Mr. Morean. Very little, I think. 

Mr. Setter. What was the able-bodied seaman getting in 1929? 

Mr. Morean. I do not know. I do not have the figures that far 
back. 

Mr. Suetiey. Can you get them? 

Mr. Morean. I think so. 

Mr. Suettey. Could you supply them? 

Mr. Morgan. Yes. 

(The information referred to follows:) 


TABLE OF SHIPROARD OCCUPATIONS AND COMPARABLE SHORESIDE OCCUPATIONS 


Shipboard occupations Comparable shoreside occupations 
I, ENTRY RATINGS 
Ordinary seaman wiper. *Railroad: Janitors and cleaners 
[26]; section men [42]; coach cleaners 
[67]; general laborers [71 and 72]; 
common laborers [94]. 
Laborer [8—01.000 to 9-18.99]; jani- 
tor [2-84.10] ; cleaner [9-85.02] ; wiper 
[9-68.50]. 
Messman and utilityman. Railroad: Waiters and kitchen help 
ers [97]; dining-car waiter [2-27.95]. 
Kitchen help [2-29.51]; busboy and 
dishwasher [2-29.71]. 


Footnote on p. 69 
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Shipboard occupations 
II, CERTIFICATED RATINGS 


Able-bodied seamen ; 


deck mainte- 
nance man; fireman-watertender ; oiler, 





Chief, second and third cooks. 


III. SPECIALISTS AND FOREMEN 





Carpenter. 


Electrician. 


Chief steward. 


Radio operator 


Bosun. 








IV. WATCH OFFICERS 


Engine watch officers; deck watch of- 
ficers. 


¥. OPERATING DEPARTMENT HEADS 


Chief engineer; first assistant engi- 
neer; first mate. 






Footnote on p. 69. 


1936 MERCHANT 


TABLE OF SHIPBOARD OCCUPATIONS AND COMPARABLE SHORESIDE OCCUPATIONS— 
Continued 











MARINE ACT 


Comparable shoreside occupatione 


*Railroad: Road brakemen and flag- 
men [116 to 118]; road firemen and 
helpers [125 to 128]; car men [56 and 
57]; stationery firemen, oilers, coal 
passers, and watertenders [74]. 

Shiprigger [5—05.570]; rigging loft 
repairman [7-83.910|; greaseman and 
lubricator [7—71.010] ; stationary boiler 
fireman [5-72.930]. 


Railroad: Chefs and cooks, dining 
ears and restaurants [96 and 2-26.41]. 

Chief cook and second cook (small es- 
tablishments) [2-26.31] ; third cook and 
short-order cook [2-26.33]; camp cook 
(logging and mining) [2-26.51]. 





Railroad: Bridge and building car- 
penters [30]. 

Maintenance carpenter [5-25.830]; 
construction carpenter [5—21.110]. 

Railroad: Electrical workers [58 to 
60]; Signal maintenance man [46]. 

Powerhouse electrician [4—-97.510]. 

Railroad: Stewards, restaurant and 
lodging-house managers, and dining- 
car supervisors [95]. 

House steward (hotel 
rant) [2-25.12]. 

Radio operator (marine coastal sta- 
tions) [0-61.33]; control-room man 
(radio broadcasting) [0-61.10]; radio 
dispatcher (police) [0-61.20]; airport 
control tower radio operator [0-61.60]. 

Railroad: Gang or section foremen 
[40]; Gang foremen and gang leaders 
for maintenance of railroad equipment 
and stores [53]; Gang foremen for rail- 
road shops, enginehouses, power plants 
stores and ice, reclamation and timber- 
heating plants [68 and 69]; Gang fore- 
men for freight station, warehouse 
grain elevator and dock labor [90]. 

Ship rigger foreman  [5-05.570]; 
Head rigger (logging) [5-91.401]. 


and restau- 





Railroad: 
(steam) [73]. 

Stationary engineer (licensed, 
2d and 3d class—steam, diesel, 
frigeration, pumping) [5—72.010]. 





Stationary engineer 
1st, 
re- 


Stationary chief engineer [5-72.010] ; 
chief stationary engineer (pipe lines) 
[5-95.080] ; first assistant engineer and 
stationary engineer foreman [5~—72.010]. 
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rABLE OF SHIVBOARD OCCUPATIONS AND COMPARABLE SHORESIDE OCCUPATIONS— 
Continued 


Shipboard occupations Comparable shoreside occupations 
VI. MASTER 


*Factory branch manager [0-97.45] ; 
Operations manager (railroad) [0-98.- 
83]; terminal superintendent [0-98.95]. 

Mr. Suriiey. And the hours of work? 

Mr. Morcan. T hey were 56 hours. 

Mr. Suetiry. Those are ail the questions I have at this time, Mr. 
Chairman. 

Mr. Wercuet. Do you have any questions, Mr. Sheehan ? 

Mr. SueeHan. No questions. 

Mr. Weicuer. Mr, Mumma? 

Mr. Mumma. I do not want to get back to this railroad business. I 
own no stock in railroads, but I do not think it’s fair to blame the 
railroads in their rate practice for the decline in coastal shipping, 
but you do in your article. I think the trucks are the determining 
factor. What do you think about it ? 

Mr. Morean. I think it depends. If we are talking about the inter- 
coastal trade which supplied big ships in case of an emergency, we 
do not today have much intercoastal transcontinental truck competi- 
tion. And there is a matter there of railroad competition only. 

Mr. Mumma. Intercoastal shipping would carry mostly lumber and 
canned goods, wouldn’t it? 

Mr. Morean. Steel and canned goods. 

Mr. Mumma. There isn’t much steel shipped back from the Coast 
to the East. 

Mr. Morean. No. Lumber is a very substantial commodity east- 
bound, as are canned goods, fruits, vegetables. 

Mr. Mumma. I just happened to have a carrier involved in one 
of these matters. There was the case of shipping some material from 
the coast. I could hardly believe the rate a truck would give on 
that. It is considerably under rail and there is no seeming floor under 
the thing. 

Mr. Morean. It might have been under a trip lease proposition. 

Mr. Mumma. It was common carrier. They all have rates, but I 
don’t know how they get around them. I did not think it was quite 
fair to blame the railroads for the decline in coastal shi yping. There 
is speed and other angles which enter into it, and in this particular 
shipment I was interested in speed. We used to get it by coastal 
but they are out of the line now and no equipment ‘available. That 
is all I have on that point if you will take back what you said about 
the railroads. 

Mr. Morean. No. 

Mr. Mumma. Well I think the consensus will agree with me on that. 


*Two and three digit numbers following shoreside occupations refer to ICC 
division or classification numbers for employees of Class I steam railways, as 
reported in the monthly ICC statement No. M-300. 

Digit numbers of five or more following shoreside occupations refer to the 
occupation number assigned in the Federal Security Administration’s Dictionary 
of Occupational Titles, 1949 edition, 
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Isnt it a big factor in this overtime on ships against railroads, a 
railroad is set up on land and they can control their working hours 
much better than on shipboard. The men are there and it works out. 
They have a more even plan of operation which keeps the overtime 
down on the railroad compared with a ship. 

Mr. Morcan. I did not mean to suggest that the compensation on 
i. railroad should be the standard. 

Mr. Mumia. I didn’t think you meant that. 

Mr. More \N. I think, as a matter of fact, that the unions themselves 
should be heard on what are comparable shoreside jobs that would 
pe applied. 

Mr. Suetiey. Will the gentleman yield? 

Mr. Mumma. Yes. 

Mr, Suevtiey. Are you ns pare | or the people on behalf of whom 
you make the presentation, are they prepared to submit a list of what 

re shoreside comparable } i to each of the positions that exist on 
board a ship? I would be very interested in seeing it. I mean com- 
parability as to knowledge. 

Ir. Morcan. Your engineers, oilers, wipers ? 

Mr. Suetitey. Right down the line. 

Mr. Morean. You have them in office buildings and hotels. 

Mr. Sueutiey. I keep hearing this term of comparable shoreside 
jobs, but T have not been able to get from any practical ship operator 
or anyone who has proposed this idea for several months now a list 
of actual comparable shoreside jobs and — down and explain 
why they are comparable. I would be verv happy to see one. 

Mr. Morean. I will supply one, Mr. Shelley. Some of them give 
iW | le ( hoice. 


Mr. Wercne.. Mr. Mumma, do you have any other questions? 

Mr. Mumma. No. 

Mr. Wetcur.. Mr. Robeson? 

Mr. Roneson. I would like to clear up something in my own mind. 
[In talking about this comparable wage situation, if I understand 
correctly, the railroads are shore employers and they pay the wage 
and that is the wage. On ship crews, are you talking about the money 
wage or is it inclusive of subsistence valuation ? 

Mr. Morean. I did not include subsistence or welfare benefits. It is 
just money. 

Mr. Ropeson. You are talking about the money paid on the ships? 

Mr. Morean. That is right. 

Mr. Ronrson. Now then actually the American operator has a con- 
siderable related cost to the wages. There is a higher differential cost 
of operation over the foreign operation. 

Mr. Moraan. Yes; I think so. 

Mr. Ropeson. Are you talking about the subsidy on the wages, or 
are you talking about a subsidy on the money wage? 

Mr. Morgan. That is right. 

Mr. Rorrson. You are not concerned with any other,requirements 
of food or incidental furnishings ? 

Mr. Morcan. No. The major element is wages. 

Mr. Roseson. I am kind of like one of: my colleagues, I don’t know 


how you can make a sound comparison of ship’s crew’s jobs against 
a train crew or some other basis or formula. 


(Information referred to appears on p. 67.) 
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Mr. Morcan. Jobs that require similar skills, an oiler on a ship. 

Mr. Rozeson. An oiler on a ship as compared to whom ¢ 

Mr. Morean. To an oiler working in a powerhouse ¢ 

Mr. Roseson. A powerhouse ¢ 

Mr. Morgan. Any power plant, including one for building 
maintenance. I assume that the men who handle the utilities for this 
particular building have comparable skill to those in the engine depart- 
ment of a ship. 

Mr. Ronrson. The reason I asked you was because you offered that 
as a basis for comparison and it didn’t strike me as being soundly 
based as a formula. 

Mr. Morean. Cooks on a ship require skills similar to those of a 
cook in a restaurant. 

Mr. Rozrson. The other thing I was interested in along the same 
line, you have a certain wage cost now and you would have the 
Government go in and pay a subsidy on the basis of this increased 
cost to these operators due to the American shipper cost operation, is 
that right ? 

Mr. Moraan. Yes, sir. 

Mr. Ronrson. You said, which is true, that the employer, the ship 
operator who is on the other end of the so-called bargain where the 
Government will pay the additional cost, is in poor position to resist 
it and in fact probably has less reason to resist. What were you 
speaking about there? Would that be further increases? Would 
that go into increasing the subsidy further ? 

Mr. Morcan. | proposed a limitation 

Mr. Roseson. You would have a limitation? That is anything 
additional beyond a certain thing? 

Mr. Morean. Beyond that is out of the owner’s pocket, which to 
me is as it should be. 

Mr. Roseson. That is something like a cost-plus proposition ? 

Mr. Morean. It seems quite different. 

Mr. Roseson. That is all I have, Mr. Chairman. 

Mr. Wricnen. Mr. Van Pelt ? 

Mr. Van Pecr. No questions. 

Mr. Wercuen. Mr. Norblad ? 

Mr. Norsiap. No questions. 

Mr. Weicnen. Mr. Osmers? I hear no response. Mr. Wainwright? 
[ hear no response. Mr. Clardy? I hear no response. Mr. Dorn? I 
hear no response. Mr. Mailliard? I hear no response. Mr. Ray? 

Mr. Ray. No questions. 

Mr. Weicuen. Mr. Keogh ? 

Mr. Kroer. No questions. 

Mr. Weitcuri. Mr. Delaney? I hear no response. Mr. Dies? 

Mr. Dies. As I understand your testimony, you believe that some 
subsidy is essential in order to develop the merchant marine? 

Mr. Morean. Yes. 

Mr. Dres. But your objection to the present plan is that it has 
strings attached to it? 

Mr. Morean. Yes, sir; and it s'too narrow in its administration. 

Mr. Dies. Your associates feel that they cannot operate properly 
under those requirements and that thosé requirements do not build 
a merchant marine? 

Mr. Morcan. That is right. 








72 AMEND 1936 MERCHANT MARINE ACT 


Mr. Dies. They do not make for efficiency ? 

Mr. Morcan. Yes. 

Mr. Dries. And you propose to simplify the act so as to limit it as 
to subsidy on wages so as to equalize the competitive situation between 
our shipowners and the foreign shipowners; is that correct ? 

Mr. Moraan. Yes, sir. 

Mr. Dres. The only point that it seems to me that your presentation 
leaves very much in doubt is this, and I may say that I agree with 
any sort of a plan that will simplify this Government, I can well 
understand that any private owners would be discouraged in trying 
to meet all of the bureaucratic requirements. It is almost inter- 
minable, but it seems to me that there has to be some fair, sound 
requirement to do the thing we want to do, which is to build a mer- 
chant marine for our purposes. You couldn’t just turn them loose 
and say, “Here is your subsidy and you go build any ship you want 
to.” There has to be some sort ofa control. Otherwise why pay 
a subsidy ¢ 

Mr. Morean. I do not believe the people I represent would object 
to reasonable standards that assure us that we have a good fleet. 

Mr. Dies. Why should the taxpayer pay taxes for any sort of a 
subsidy unless we accomplish some public good thereby ¢ 

Mr. Moraan. That is right. 

Mr. Dies. The public good is what? To prepare and to have a 
merchant marine so that in time of an emergency we can depend upon 
it. Isn’t that primarily what it is, merely a matter of defense? 

Mr. Morean. Yes. 

Mr. Dres. If that is the case, isn’t it possible that we can limit and 
simplify this subsidy and restrict the amount of regulations and rules 
and at the same time accomplish what we have now? You can do it. 

Mr. Morean. That is the purpose of my presentation. 

Mr. Dies. But the weakness in your presentation is this, as I see it; 
vou have no safeguards to insure that these ships will be constructed to 
comply with reasonable defense requirements. 

Mr. Morean. That is all right. A restriction of that sort is per- 
fectly agreeable. I have had representatives of the Army say that 
they want all types of ships. Of course they do not want rafts or 
old sailing ships. They want all sizes and types to do particular jobs. 
I do not want to be so restricted that we build only one type of ship. 
They ought to be good ships for commercial requirements, and if they 
are good ships for commercial requirement 

Mr. Dies. Of course you recognize that this whole idea of subsidy 
in which we are launched in almost ev ery field, one of the great defects 
in it is that when the Government gets into it you are going to have 
to take an awful lot of red tape and a lot of regulations from some- 
body sitting in an office and dreaming up all sorts of regulations. 
Whether or not we can work out some plan that will ace omplish what 
the Government wants and at the same time reduce to a minimum 
these requirements, I don’t know, but I do think that they ought 
toso farasI am concerned. At any rate, they ought to give us some- 
thing more concrete to assure us if we do spend that money and we do 
subsidize earnings that we will accomplish the purposes of national 
defense. 

Mr. Morean. You cannot be too restrictive, Mr. Dies, because if 
you are your capital is going to invest in foreign ships. That does not 
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mean to say that foreign flagships owned by Americans are not going 
to be available because the chances are they will be. But if we want 
an American merchant marine under the American flag, you have got 
to consider that possibility. 

Mr. Dres. But when you come in here you ought to be prepared to 
make concessions because there wouldn’t be any justification to sub- 
sidy to industry or anyone else unless some worthwhile public good 
can be accomplished. Are you prepared to submit to such regulations 
and requirements as will accomplish the purposes of our whole defense 
plan? 

Mr. Morean. Anything that is necessary to accomplish our purposes 
and that is reasonably calculated to accomplish our purposes, we 
would certainly be willing to very seriously consider. 

Mr. Dies. That is all. 

Mr. Wetcuet. I am going to ask you to return tomorrow, Mr. Mor- 
gan, and testify with respect to the present operation of the 1936 act 
with reference to subsidized lines as compared with the operation of 
the group that you represent so that we might understand the jus- 
tification for the change that you are offeri ing here. 

Mr. Dres. Could we request if he is going to come back that he be 
prepared to tell us what minimum requirements his association be- 
lieves are necessary to accomplish the job? 

Mr. Wercuet. I believe that will be desirable and you will supply 
us with the kind of information suggested by Mr. Dies. 

We will adjourn at this time until tomorrow morning at 10 o’clock 
in this same room. 

(Whereupon, at 12:17 p. m., the hearing was adjourned to recon- 
vene at 10 a. m. Thursday, May 7, 1953.) 








PROPOSED AMENDMENT TO THE 1936 MERCHANT 
MARINE ACT 


THURSDAY, MAY 7, 1953 


Unirep Sratres Houses or REPRESENTATIVES, 
CoMMITTEE ON MrercHANT MARINE AND FISHERIES, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
#19, Old House Office Building, Hon. Alvin F. Weichel, chairman 
of the committee, presiding. 

Mr. Weicue. The committee will please come to order. 

Will you please resume the stand, Mr. Morgan ¢ 


STATEMENT OF GEORGE W. MORGAN, PRESIDENT, ASSOCIATION 
OF AMERICAN SHIP OWNERS, ACCOMPANIED BY WILLIAM I. 
STODDARD, SECRETARY, ASSOCIATION OF AMERICAN SHIP 
OWNERS—Resumed 


Mr. Moraan. Yes, sir. 

Mr. Weicuet. With reference to the statement you had yesterday, 
I wish you would file 30 copies with the committee. The committee 
doesn’t have a single statement. You sent them to the members at 
their oflices and we usually like to have them here, so in the future it is 
suggested you do send them here. 

Mr. Morean. Yes, sir. 

Mr. Weicue.. Yesterday Mr. Bonner was comparing the obligations 
under the present subsidy, where the costs are all practically guaran- 
teed, with your plan where the subsidy is limited to a specific figure on 
labor. 

Mr. Morean. That is right. 

Mr. Weicuet. In comparison to the present conditions, the amount 
payable under your plan is much less than under the present plan. 
But do you mean to suggest that there be no conditions under which 
you get a subsidy on your labor costs? There certainly must be some 
conditions is you are going to get a subsidy for everybody on the labor 
differential. You do not suggest that it be given without obligation— 
without direction from the Government as to what you must do to 
receive it. That would not make too much sense in the way of opera- 
tion. Do you have anything to tell the committee with reference to 
your plan whereby you get a definite figure on labor that everybody 
gets in lieu of the present operating subsidy? What are the condi- 
tions which you would have the Government impose as to what you 
should and should not do to receive the subsidy that is going to keep 
alive and advance the American merchant marine? 

io 
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Mr. Bonner. Mr. Chairman, before he answers that, I would like 
for him to enlarge on this point. The witness said that the trade 
would follow the business. 

Mr. = 1cHEeL. That is what I am asking. 

Mr. Bonner. Did you put that in your question ? 

Mr. Weicnen. Yes; what conditions could the Government impose 
in connection w ith the subsidy he is talking about? 

Mr. Bonner. But the point I would like to make, Mr. Chairman, 
is this: The Merchant Marine Act and the setting up of scheduled 
routes was to serve ports and to keep a perpetual business. 

Mr. Weicue.. We are asking him as to what he would expect from 
the Government in the way of conditions and direction. 

Mr. Bonner. The point I wish to bring out a little further, if you 

vill permit me, Mr. Chairman, is that the obligations accepted by ‘the 
subsidized operators is to perpetuate business to all ports, not just to 
concentrate on the business to Port A, but to San Francisco and 
Charleston and so forth. 

Mr. Wercuev. I am asking him what conditions the Government 
could impose with reference to the subsidy he proposes in lieu of the 
present provisions. You may proceed, Mr. Morgan. 

Mr. Morcan. Mr. Chairman, yesterday the question was asked 
whether presently unsubsidized ship owners would be willing to ac- 
cept various restrictions now contained in subsidy contracts if the 
proposed wage subsidy were approved. 

Perhaps I “left the in \pression by my answers that if my proposed 
plan were approved, ship owners could be freed of all obligations to 
conduct their businesses in the national interest. If so, I should cor- 
rect that impression now. 

May I list for you now the restrictive provisions that would remain 
in the law if my proposals are approved. But before doing so, may 
I make what seems to me a reasonably important observation. I think 
all of us recognize that the only justification for subsidization is to 
provide a fleet for national defense purposes. With that purpose in 
mind, I feel sure that no one could reasonably object to the incorpora- 
tion in the plan I have proposed of a provision limiting the wage 
subsidy to ships that are determined by the Department ‘of Defense 
to be desirable for defense purposes. 

Now as to the restrictions remaining in the law. In a case of a con- 
struction subsidy, my proposal would eliminate the present compli- 
cated procedure under which the Government contracts with a private 
shipyard, purchases and pays for the vessel out of Government ap- 
propriations and then sells it at a reduced price to the private ship 
owner while taking back a 20-year mortgage. 

Under my proposal the vessel would be privately financed, and the 
ship owner would deal directly with the shipyard subject to all the re- 
capture provisions of the present law. 

Before that. however, all the provisions of section 501 (b) would 
still apply and the plans and specifications would have to be subject 
to the Navy for examination, suggestions, and modific: ations, A sub 
sidv woul | not be authorized unless the Secret: ry of the N: avy gave 
his approval and the national defense features would be paid. exactly 
as under ovr present law. 


x 
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Furthermore, all the present requirements for a construction sub- 
sidy would remain unchanged. These requirements, contained in sec- 
tion 501, make a construction subsidy subject to the following condi- 
tions: 

First, that the plans and specifications will meet the requirements of 
foreign commerce and are suitable for military purposes; and, sec- 
ondly, that the applicant has the ability, experience and resources to 
operate and maintain the vessel. 

Now, as to operating subsidies, my plan would still require the fol- 
we ing conditions: First, that the operation of the vessel be necessary 

ap propriate to meet foreign flag competition; secondly, that the 

ol be of steel or other acceptable metal, be propelled by steam or 
motor, be as nearly fireproof as practicable, be built in an American 

hipyard and be documented under the flag of the United States. 

Next, that the vessel be approved by the Navy as useful for conver- 

on as an auxiliary naval vessel or useful in the event of a national 
emergency. 

Next, that the vessel be of the size, type, and speed and have proper 

juipment necessary to meet competitive conditions. 

‘We xt, that the applicant have the ability, experience, financial re- 
sources and other qualifications necessary to operate and maintain the 
vessel to meet competitive conditions. 

Next, that the subsidy be reasonably calculated to carry out the 
purposes of the act. 

Every applicant for a subsidy would have to show the names of 
all persons having an interest in the subsidy application or in the 
vessels to be subsidized. 

Under section 603 (a) the subsidy contract would be subject to 
such reasonable terms and conditions, consistent with this act, as 
the Commission shall require.” That word “Commission,” of course, 
now is “Administration.” 

Next a subsidized vessel would be barred from the domestic trades, 
except with respect to a domestic leg of a certain voyage on which the 
contractor operated prior to August 1948, and in that case the oper- 
ator would repay a proper proportion of the subsidy. 

Next, no subsidy contract could be sold, transferred, or assigned 
without the approval of the Maritime Administration. 

Next, the owners would be subject to the minimum-wage scales, 
minimum working conditions, and crew’s quarters requirements set 
by the Maritime Administration. 

Next, owners would be subject to the requirement that all their li- 
censed officers be American citizens, and that 90 percent of their un- 
licensed crews also be American citizens. 

Owners would continue to be subject to the provisions of section 
801, which requires that they and their affiliates keep their books, rec- 
ords, and accounts in such form as may be prescribed by the Mari- 
time Administration with the present important limitation that this 
need not require the duplication of the forms that have to be kept 
for the Interstate Commerce Commission. 

Next, owners would further be required to furnish all pertinent 
financial statements subject to audit and examination by the Maritime 

Administration. 


a“ 
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Next, vessels built with a construction subsidy would be subject to 
the depreciated cost requisition prescription under section 802. 

Next, vessels having a wage subsidy would be subject to the provi- 
sions of section 804 prohibiting the owners, without a of 
the Maritime Administration, from acting in any way for a foreign- 
flag line. This I want to emphasize is an especially important pro- 
vision, because it would tend to encourage American management and 
capital to concentrate their entire resources in the American-flag 
merchant marine. 

Now, if I may briefly, Mr. Chairman, summarize the plan’s effects 
on the segments of the merchant marine. 

As to the 15 subsidized companies, they would be permitted to con 
tinue under their present contracts until these expire or if they elect 
they could operate immediately under the new plan. At the end of 
the present contract that is proposed by our new plan, that they termi- 
nate, and the new plan go into effect. 

Now, as to the unsubsidized lines operating in the foreign trades, 
all would be eligible for the limited wage subsidy. 

As to the tramp operators, they would be eligible except for the 
cross-trades voyages, that is, from foreign to foreign port. That is. 
they would be eligible for the wage subsidy. 

Now, as to the domestic trade, the owners would have the benefit of 
accelerated amortization and stronger protection from competition 
from subsidized vessels. 

As to vessels in our Great Lakes, they would have the benefits of 
the accelerated amortization. 

As a matter of fact, all would have the benefits of accelerated 
amortization. 


In the matter of routes and of the American companies serving 
them and of the foreign companies serving them, I would like to in- 
troduce for the purposes of the record a report of the Maritime Com- 
mission, Bureau of Government Aids, Division of Traffic, dated Sep- 
tember 1949. It is not as recent as I should like to have, but it is 
the most recent that is available. 

(Document above referred to is as follows :) 


UNITED STATES MARITIME COMMISSION 
BUREAU OF GOVERNMENT AIDS, DIVISION OF TRAFFIC 


UNITED STATES AND FOREIGN FLAG STEAMSHIP LINES WHICH OPERATED ON UNITED 
STATES FOREIGN TRADE ROUTES, CALENDAR YEAR 1948 AND JANUARY-JUNE 1949 


The names of steamship operators supplying liner service on essential United 
States foreign trade routes have been listed on pages 1 to 8, and those on 7 trade 
routes which have not been declared essential by the Maritime Commission are 
listed on page 9. United States and foreign coastal areas included within the 
limits of each of the trade routes are listed on page 10. 

Within each trade route the names of the lines have been grouped to show 
which operated United States flag vessels only, which operated foreign flag vessels 
only, and which of the lines operated both United States and foreign flag vessels. 
Certain symbols have been used throughout the listing to indicate special condi- 
tions with respect to the operations of the individual lines. An explanation of 
these symbols will be found at the bottom of page 1. 
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ESSENTIAL UNITED 


IRADE ROUTE NO, 1 
Operators of: 
United States-flag vessels only: 
American Republics Line 
(Moore-MecCormack ) 
Shepard Line 
Sprague Line 
Foreign-flag vessels only: 
Argentine State Line 
Booth Line 
Brodin Line 
Dodero Lines 
Furness Prinee Line 
*Holland Interamerica Line 
I. F. C. Lines 
Ivaran Lines 
Lamport & Holt Line 
Lloyd Brasileiro 
NOPAL Line 
Norton Line 
Southern Cross Line 
Torm Lines 
Wilhelmsen Line 
TRADE ROUTE NO. 2 
Operators of: 
United States-flag 
Grace Line 
Foreign-flag vessels only: 
Chilean Line 
Coldemar Line 
Grancolombiana 
West Coast Line 


vessels only: 


TRADE ROUTE NO. 3 


Operators of: 
United States-flag 
Cuba Mail Line 
Foreign-flag vessels only: Canada 
Mexico Line 


vessels only: 


TRADE ROUTE NO. 4 


Operators of: 

United States-flag vessels only: 
*American Republics Line 
*Farrell Lines 
Bull Line 
Cuba Mail Line 
Grace Line 
Panama Line 
P. & O. Line 
Seatrain Lines 

Foreign-flag vessels only: 
*Argentine State Line 
*Barber-Caribbean Line 
Canadian National Line 
*Chilean Line 
Coldemar Line 
Costa Rica Line 


Footnotes on p 84. 
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STATES 


79 


United States- and foreign-flag lines which operated on United States foreign- 
trade routes during calendar year 1948 and January—June 1949? 


MARINE ACT 


FORBIGN TRADE ROUTES 


rRADE ROUTE NO. 4—continued 
Operators of: 

Foreign-flag—continued 
Dominican Republic State Line 
Empresa Naviera Line 
French Line 
Furness Bermuda Line 
Furness Prince Line 
Gracia Line 
Lamport Holt 
Liovd Brasileiro 

*MANZ Line 

NOPAL Line 

Norgulf Line 

Royal Netherlands Line 

Spanish Line 

Standard Fruit and Steamship 

Co. 

Swedish-American Line 
*Swedish America Mexico Lite 
*West Coast Line 

West India Fruit 

ship Co. 

United States 

Vessels: 

Alcoa Line 
Grancolombiana 

United Fruit 


and Line 


and Steam- 


and Foreign Flag 


TRADE ROUTE 
Operators of: 

United States flag 
South Atlantic Steamship Line 
States Marine Lines 
United States Lines 

Foreign flag vessels only: 
Anchor Line 
Bristol City Line 
Cunard Brocklebank 

(out) 

Cunard White Star Line 
French Line 
Furness Lines 
Furness Warren Line 
Gdynia-American Line 
Head Line & Lord Line 
Holland-American Line 
Irish Shipping Ltd. 
Wilson Line 


vessels only: 


Line 


TRADE ROUTE NO. 6 
Operators of: 
United States flag vessels only: 
American Scantie Line 
(Moore-McCormack ) 
Foreign flag vessels only: 
Past Asiatic Line 
Finland Steamship Co. 
Finnlines 
Gdynia-America Line 
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United States- and foreign-flag lines which operated on United States forcign- 
trade routes during calendar year 1948 and January—June 1949—Continued 


TRADE ROUTE NO. 6—continued TRADE ROUTE NO. 9—continued 


Operators of : Operators of: , 
Foreign-flaz vessels—Continued Foreicn-flag vessels—Continued 

Iceland Line *Holland-America Line 
Norwegian-American Line *Linea Sud Americana 
Seandinavian-American Line Maersk Line 
Swedish-American Line *Spanish Line 
Swedish America Mexico Line 
Thorden Lines TRADE ROUTE NO. 10 


Wilhelmsen Line ; 
Operators of: 


TRADE ROUTE NO. 7 United States flag vessels only: 
American Export Lines 
Operators of: American President Lines 
United States flag vessels only: (RWW 
Isbrandtsen Isthmian (also RWW, RWE) 
South Atlantic Steamship Line Prudential Line 
States Marine Lines States Marine Lines 
United States Lines Stevenson Line 
Waterman Line Waterman Line 
Foreign flag vessels only: Foreign flag vessels only: 
Cunard White Star Line *American and Indian Line 
French Line ; Aznar Line 
Holland-American Line *Blue Funnel Line 
Maersk Line Cia. Espanola de Navegacion 
Meyer Line Maritime 
*United States Navigation +Clamon Line 
*Wilson Line Colonial de Navegacao 
United States and foreign flag ves- Concordia Line 
sels: Black Diamond Lines tCosta Line 
*Cunard Brocklebank Line 
TRADE ROUTE NO, 8 Elicano Line 
Fabre Line 
Fern Line 
Flomarey Co. 
Gdynia American Line 
Geral Line 
Greek Line 
Hellenic Lines 
*Hoegh Line 
+Home Line 
*India America Tine 
Israel-America Line 
Italian Line 
Java New York Line 
Khedival Mail Line 
Linea Sud Americana 
M. A. Embiricos 
Nacional de Navegacao 
*Silver Line (also RWW) 
Soviet State Fleet 
TRADE ROUTE NO. 9 Spanish Line 
Staubo Line 
Operators of: Torm Line 
United States flag vessels only: Turkish State Line 
South Atlantic Steamship Line 
*States Marine Lines TRADE ROUTE NO. 11 
United States Lines 
Foreign flag vessels only: Operators of: 
*Aznar United States flag vessels only: 
*Cia. Espanola de Navegacion South Atlantic Steamship Line 
Maritime Waterman Line 
Cosmopolitan Line Foreign flag vessels only: 
Cunard White Star Wilhelmsen Line 
French Line Swedish American Mexico Line 


Operators of: 
United States flag vessels only: 
Isbrandtsen 
South Atlantic Steamship Line 
States Marine Lines 
United States Lines 
Waterman Line 
Foreign flag vessels only: 
Belgian Line 
Cosmopolitan Line 
French Line 
Holland-America Line 
Maersk Line 
Meyer Line 
7U. S. Navigation Co. 
*Wilson Line 
United States and foreign flag ves- 
sels: Black Diamond Lines 


Footnotes on p. 84 
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United States- and foreign-flag lines which operated on United States foreign- 
trade routes during calendar year 1948 and January—June 1949—Continued 


TRADE KOUTE NO. 12 


Operators of : 
United States flag vessels only: 

American Hawaiian Steam- 
ship Co. 

American Pioneer Line 
(United States Lines Co.) 

American President Lines 
(RWW) 

Isbrandtsen 

Isthmian Line 
RWE) 

Lykes Orient Line (in) 

States Marine Lines 

Waterman Line 

Foreign flag vessels only: 

American and Manchurian 
Line (RWW) 

Bank Line (RWW) 

Barber Line 

Blue Funnel Line (RWW) 

Castle Line (RWW) 

De La Rama Line 

Fern Line (in) 

Ivaran Lines 

Maersk Line 

Nonsuco Line 

Prince Line (RWW ) 

Salen-Skaugen Line 

San Vincente Line 

Silver Line (RWW) 


RWW, 


(also 


TRADE ROUTE NO. 13 


Operators of: 

United States flag vessels only: 
Isthmian (also RWW, RWE) 
Lykes-Mediterranean Line 
States Marine Lines 

*Stevenson Line (out) 
Waterman Line 
Foreign flag vessels only : 
*Aznar Line 
Colonial de Navegacao 
Creole Line 
Geral Line 
tIisbrandtsen 

Israel-America Line 
Java-New York Line 
Nacional de Navegacao 
Nervion Line 

North Star Line 

TRADE ROUTE NO. 14 (SERVICE 1) 
Operators of: 

United States flag vessels only: 
Farrell Lines 

Foreign flag vessels only: 
Barber West African Line 
Belgian Line 
Chargeurs Reunis 
Elder Dempster Lines 
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[RADE ROUTE NO. 14 (SERVICE 2) 
Operators of United States flag vessels 
only: Delta Line (Mississippi Ship 
ping Co.) 
TRADE ROUTE NO. 15 (A) 
Operators of: 
United States flag vessels only: 
Farrell Lines 
Robin Line 
Co.) 
Foreign flag vessels only: 
American and African 
Funch, Edye & Co. 
Prince Line 
South African Marine Line 
Union Clan Line (out) 


(Seas Shipping 


Line 


TRADE ROUTE NO. 15 (B) 
Operators of: 
United States flag 
Lykes Africa Line 
Foreign flag vessels only: 
Silver Java Pacific Lines 
South African Marine Lines 


only : 


vessels 


TRADE ROUTE NO. 16 


Operators of : 

United States flag 
American Pioneer Line 
States Lines Co.) 

Foreign flag vessels only: 

American and Australian Line 
Bank Line 

Manz Line (in) 

Port Line 


vessels only: 
(United 


TRADE ROUTE NO. 17 


Operators of: 
United States flag vessels only: 
*American Hawaiian §. 8S. Co. 
American President Lines 
(also RWW) 

Isbrandtsen 

Isthmian Line (also RWE and 
RWW) 

Lykes Orient Line 

Foreign flag vessels only: 

American and Manchurian 
Line (RWW) 

Bank Line (RWW) 

Barber Line (RWW) 

Blue Funnel Line (RWW) 

Castle Line (RWW) 

Fern Line 

Java New York Line 

Maersk Line 

Prince Line (RWW) 

*Salen-Skaugen Line 

Silver Line (RWW) 

*Silver Java Pacific Lines 
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MERCHANT MARINE 


ACT 


foreign-flag lines which operated on United States foreign. 


trade routes during calendar year 1948 and January—June 1949—Continued 


TRADE ROUTE NO. 18 
Operators of: 

United States flag vessels only: 
American Export Lines 
American President 

(RWW) 
Isbrandtsen 
Isthmian Line 

and RWE) 
‘Prudential Tine 
7Stevenson Line 
flag vessels only: 
American and Indian Line 
Bank Line (also RWW) 
Barber Line (RWW) 
*Belgian Line 
3lue Funnel Line (RWW) 
Castle Line (RWW) 
Cunard Brocklebank Line (in- 
bound) 
Hoegh Line 
India America Line 
*Java New York Line 
tNedlloyd Line 
Prince Line (RWW) 
Silver (also RWW) 
*Silver Java Pacific Lines 
Strick Line 
Union Clan Line (in) 


(also 


RWW 


Foreign 


TRADE RO! 
Operators of: 


TE NO, 19 


United States flag vessels only: 
Lykes Continent Line (in) 
Lykes Mediterranean Line (in) 
Lykes Caribbean Line 


Seatrain Lines 
Waterman Line (in) 

Foreign flag vessels only: 
*Argentine State Line 
*Chilean Line 
*Deppe Line 

Empresa Navera Line 
Fomento de Yucatan 
*French Line 

*Harrison Line 
*Holland-America Line 

J. S. Webster 

Las Americas Shpg. Line 
*Mosvold Line 
*Nervion Line 

NOCA Line 

Royal Netherlands Line 
Smith and Johnson Line 
Standard Fruit & 8. 8. Co, 
Suwannee Line 
*Swedish America Mexico Line 
Transportes Maritimos 
Tropical Fruit Co. 

Yucatan Line 
*Wilhelmsen Line 

United States and foreign-flag ves- 
sels: 

Aleoa Line 

Grancolombiana 

United Fruit Co 
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Lines 


TRADE ROUTE NO. 20 


Operators of: 
United States flag vessels only: 
Delta Line (Mississippi Shipping 
Co.) 
Foreign-flag vessels only: 
Argentine State Line 
Dodero Line 
Lloyd rasileiro 
NOPAL Line 
TRAVE ROUTE NO, 21 
Operators ol: 
United States flag vessels only: 
Lykes Continent Line 
Lykes United Kingdom Line 
States Marine Lines 
Waterman Line 
Foreign-flag vessels only : 
Deppe Line 
french Line 
Harrison Line 
Holland-America Line 
7+Isbrandtsen 
Ropner Line 
Scandinavian-American Line 
Swedish America Mexico Line 
Wilhelmsen Line 
TRADE ROUTE NO. 


Operators of: 
United States 
Isthmian 
RWW) 
Lykes Orient Line 
States Marine Lines 
Waterman Line 
Foreign-flag vessels only : 
*De La Rama Lines 
Fern Line 
*Java New York Line 
Maersk Line 
*Salen-Skaugen Line 
Silver (RWW) 


vessels 


(RWE 


flag 
(in) 


only : 
and 


TRADE ROUTE NO. 28 
Operators of: 
United States flag vessels only: 
*American President Lines 
(RWW) 
Grace Line 
Pacific Argentine Brazil Line 
(Pope & Talbot) 
Pacific Republics Line (Moore 
McCormack ) 
Foreign-flag vessels only: 
*EKast Asiatic Line 
*French Line 
Independence Line 
*Johnson Line 
*Pacific Mediterranean Line 
*Royal Mail Line 
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United States- and foreign-flag lines which operated on United States foreign- 
trade routes during calendar year 1948 and January—June 1949—Continued 
TRADE ROUTE NO. 24 TRADE ROUTE NO, 27 
Operators of: 
United States flag vessels only: 
Oceanic Steamship Co. 
Foreign flag vessels only: 
Pacific Australia Direct Line 
McCormack ) Pacific Island Transport Line 
Foreign-flag vessels only : Union Steamship Co. of New 
Silver Jarva Pacific Lines (in) Zealand 
Westfal-Larsen Line 


Operators of : 
United States flag vessels only : 
Pacific Argentine Brazil Line 
(Pope & Talbot) 
Pacific Republics Line (Moore- 


TRADE ROUTE NO, 28 


TRADE ROUTE NO, 25 3 
Operators of: 


Operators of: United States flag vessels only: 
United States flag vessels American Mail Line 
Grace Line American President Lines 
Foreign flag vessels only: (also RWW) 
*East Asiatic Line Isthmian Line (also RWW and 
*Fred Olsen Line RWE) 
*French Line Pacific Far East Line 
*Holland-America Line Foreign flag vessels only: 
Independence Line Castle Line (RWW) 
*Johnson Line Klaveness Line 
Knutsen Line *Maersk Line 
Latin America Line Prince Line (RWW) 
*Pacific Mediterranean Line *Salen-Skaugen Line 
*Roval Mail Line Silver Java Pacific Lines 
Westfal-Larsen Line Western Canada Steamship 
United States and foreign flag ves- Co. (in) 
sels: United Fruit Co. 
TRADE ROUTE NO. 29 
TR 2O1ITE N °a— 
TRADE ROUTE NO, 26—A Operators i: 
Operators of: United States flag vessels only: 
United States flag vessels only: *American Hawaiian Steam- 


*States Marine Lines 
*Waterman Line 


Foreign flag vessels only: 


Blue Star Line 
Donaldson Line 

East Asiatic Line 
Fred Olsen Line 
Furness Line 
Holland-America Line 
Interocean Line 
Johnson Line 

Royal Mail Line 


TRADE ROUTE NO. 26-B 


Operators of: 
United States flag vessels 


States Marine Lines 
Waterman Line 


Foreign flag vessels only: 


*Blue Star Line 

East Asiatic Line 
French Line 

Fred Olsen Line 
Fruit Express Line 
*Furness Line 
Holland-America Line 
Interocean Line 
*Johnson Line 

Royal Mail Line 
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ship Co. 

American Mail Line (in) 

American President Lines 
(also RWW) 

Isthmian Line (also RWW) 

Pacific Far East Line 

Pacific Transport Line 

States Line 

States Marine Lines 

tSudden and Christenson 

Waterman Line 

Western Canada Steamship 
Co. (in) 


Foreign flag vessels only: 


American and Manchurian 
Line (RWW) 

Bank Line (RWW) 

3arber Line (RWW) 

Blue Funnel Line (RWW) 

Castle Line (RWW) 

De La Roma Line 

East Asiatic Line 

Klaveness Line 

Maersk Line 

Pacific Orient Express Line 

Prince Line (RWW) 

Salen-Skaugen Line 

San Vincente 

Silver Java Pacific Lines 

Silver Line (RWW) 
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United States- and foreign-flag lines which operated on United States foreign 
trade routes during calendar year 1948 and January—June 1949—Continued 


TRADE ROUTE NO. 30 TRADE ROUTE NO. 31 


Operators of: Operators of: 

United States flag vessels only: United State flag vessels only: Gulf 
American Mail Line and South American Steamship 
Isthmian Line Co. 

Pacific Far East Line Foreign flag vessels only: 
Pacific Transport Line Chilean Line 

States Line Cia Peruna de Vapores 
Sudden and Christenson Grancolombiana 

Foreign flag vessels only : Mosvold Line 
East Asiatic Line Tropical Fruit Co. 

Klaveness Line 
Pacific Orient Express Line 
Salen-Skaugen Line 
Silver Java Pacific Lines 


U. S. FOREIGN TRADE ROUTES NOT DECLARED ESSENTIAL 
GREAT LAKES/CARIBBEAN UNITED STATES PACIFIC/PACIFIC CANADA 


Operators of foreign flag vessels only: Operators of: 
*F jell Line United States flag vessels only: 
Swedish American Line Coastwise 
Foreign flag vessels only: 
GREAT LAKES/ATLANTIC CANADA Canadian Gulf Line 
Operators of foreign flag vessels only : Donaldson Line 
Fjell Line Fred Olsen Line 
Oranje Line French Line 
Furness Lines 
Independence Line 
GREAT LAKES/UNITED KINGDOM, IRELAND, Johnson Line 
ATLANTIC EUROPE Klaveness Line 
Pacific Australia Direct Line 
Pacific Orient Express Line 
Royal Mail Line 
Salen-Skaugen Line 
Silver Java Pacific Lines 
Frank Waterhouse 
Western Canada Steamship Co. 


Swedish Chicago Line 


Operators of foreign flag vessels only: 
Fjell Line 
Oranje Line 
Swedish American Line 
Swedish Chicago Line 


UNITED STATES PACIFIC/SOUTH AND EAST 


AFRICA UNITED STATES ATLANTIC/ATLANTIO 


Operators of foreign flag vessels only: CANADA 
Silver Java Pacific Lines Operators of: 
Western Canada Steamship Oo. United States flag vessels only: 
Eastern Steamship Lines 
Foreign flag vessels only: 
Canada Mexico Line 
Operators of: Canadian National Lines 
United State flag vessels only: Furness Prince Line 
American President Lines Furness Lines 
(RWW) Furness Red Cross Line 
States Marine Lines Furness-Warren Line 
Foreign flag vessels only: MANZ Line 
tItalian Line 
Pacific Mediterranean Line 


UNITED STATES PACIFIC/ MEDITERRANEAN- 
BLACK SEA 


_? Lines which discontinued operation in this period not shown. Conditions of special 
ceniicanes regarding operations of a line on a trade route are indicated by the following 
Symbols: - 

fr Qoamates on the route to only a limited extent. 
t) Segan operation during 1948. 

(+)—Began operation during 1949. 

(out)—Operated outbound only. 

(RWW )—Round-the-World westbound. 
(RWE)—Round-the-World eastbound. 
(in)—Operated inbound only. 
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United States foreign trade routes 


I, ESSENTIAL FOREIGN TRADE ROUTES 
Number United States coastal area Foreign coastal area 


Atlantic East coast, South America. 
do West coast, South America 
do East coast, Mexico. 
do Caribbean. 
North Atlantic United Kingdom and Ireland 
do Scandinavia and Baitic Sea 
do Germany (North Sea). 
do... Belgium and Netherlands, 
do Atlantic France, Spain (Vigo to Bilbao 
do Mediterranean, Black Sea, Portugal, Spain 
South Atlantic United Kingdom, Ireland, Atlantic Europe 
Atlantic Far Fast.! 
Gulf and South Atlantic Mediterranean, Black Sea, Portugal, Spain 
Atlantic West coast of Africa 
Gulf Do. 
A tlantie South and east Africa, Madagascar 
Guif Do 
Atlantic and Gulf Australasia 
Straits Settlements, Netherlar 
India, Persian Gulf, Red Sea 
Caribbean. 
do East coast, South America 
do United Kingdom, Ireland, Atlantic Europe 
do Far East.! 
Pacific Caribbean. 
do East coast, South America. 
do West coasts, South America, Central America, Mexico 
do United Kingdom and Ireland 
do 5 Havre/Hamburg range. 
do... Australasia. 
do ....| Straits, Netherlands East Indies, India, Persian Gulf, 
Red Sea. 
California . Far East.! 
Washington/Oregon Do.! 
Gulf aa West coast, South America 


Il. OTHER FOREIGN TRADE ROUTES 


Great Lakes. -...............| Caribbean. 

do__. satis de Soke Atlantic Canada, 

ca a: ....---.| United Kingdom, Ireland, Atlantic> Europe 
Pacific ; | South and east Africa 

do... dibhe Mediterranean, Black Sea. 

oo Pacific Canada 
Atlantic... .-------| Atlantic Canada, 


Includes China, Japan, Philippine Islands, Korea, U. 8. 8. R. in Asia, French Indochina, Siam, 


Mr. Morean. On Trade Route No. 7, for example, at that time 
there were five American-flag companies and 7 foreign-flag companies 
in operation. 

Mr. Koen. What route is that, Mr. Morgan ¢ 

Mr. Morean. Trade Route No. 7 is North Atlantic, Germany 
(North Sea). 

Now on Trade Route No. 8 which is the North Atlantic, Belgium 
and the Netherlands, there were five American-flag lines and eight 
foreign-flag lines. 

On Trade Route No. 10 which is the North Atlantic, the Mediter- 
ranean, the Black Sea, Portugal, and Spain there were eight Ameri- 
can-flag lines and 33 foreign-flag lines. 

On Trade Route No. 12 which is the Atlantic to the Far East there 
were 8 American-flag lines and 14 foreign-flag lines. There are 
others, Mr. Chairman, but I think that shows it. 

Mr. Wericuer. At the present time on the figures that you sub- 
mitted with reference to the number of American-flag ships, approxi- 
mately one-fifth of the American-flag ships are being operated on 
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subsidies. The remaining four-fifths are unsubsidized. So it is your 
proposition that four-fifths of the ships competing with one- fifth of 
the ships who have the advantage of an operating subsidy as well as 
a construction subsidy, is that about it? 

Mr. Morean. Yes, sir. 

Mr. Weicue.. Mr. Ray, do you want to ask a question / 

Mr. Ray. Yes, sir. I understand your table shows that we have 
not yet secured a strong, well-balanced merchant marine which was 
the objective of the 1936 Merchant Marine Act. 

Mr. Morgan. That is right. 

Mr. Ray. Have you in your statement covered all the changes in 
the statute which you think necessary in order that the path be cleared 
toward the securing of that sort of merchant marine ¢ 

Mr. Morcan. I have proposed in the plan the ones that I think are 
important for immediate action. I do hope at a later time to offer 
suggestions whereby the presently unsubsidized owners can build up 
capital in order to replace existing vessels with new ones that cost 
several times what was paid for the present ones. 

Mr. Ray. Are there reasons in your mind other than the terms of 
the statute which contribute to our not having the kind of a merchant 
marine at hand that we are working toward? You covered the 
statute previously. 

Mr. Morcan. If I understand correctly, basically of course it is 
the economic environment in which high cost American operators 
have to exist. The statute is now designed to improve that 
environment. 

Mr. Ray. We have heard something about competition from the 
Government-operated ships. Has that played a part? 

Mr. Morean. That plays a part, yes. I would hope, however, that 
that is a temporary situation and that Government competition will 
not be with us when things return to something approaching normal. 

Mr. Ray. You think the uncertainties that have characterized part 
of the construction subsidy operation will be cleared up by these 
changes ? 

Mr. Morcan. No, I have not offered suggestions to clear up the 
present situation. It might be presumptuous if I were to do so, be- 
cause that is not a problem with which my members are concerned. 

But if I may add this, this committee and the House of Representa- 
tives in the 80th Congress did pass a bill that I think would have 
eliminated much of the confusion that exists today in that situation. 

Mr. Ray. I did not make my question quite hit the point I had in 
mind. Under your proposed type of subsidy, do you think there will 
not be a repetition of the uncertainty and difficulties which you had 
in some of the other situations. 

Mr. Morcan. Well, I cannot predict. Well, maybe I can. That 
is a dispute as to the law between the Maritime Administration and 
the Comptroller General. TI think the law needs clarification, but I 
have not offered suggestions to clarify it. 

Mr. Ray. There certainly should be certainty. 

Mr. Moran. There certainly should be certainty. It should not 
be subject to different interpretation by different Government officials. 

Mr. Ray. Coming to the companies in the organization you rep- 
resent, I think there are 16 of them, and their increase in net worth 
according to your table, is much lower than that of the subsidized. 
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Mr. Morean. My figure of the 73-percent increase in net worth was 
not restricted to those particular companies. 

Mr. Ray. Is that typical of those companies? 

Mr. Morean. I think it is, 

Mr. Ray. What is the range between the companies ¢ 

Mr. Morean. I don’t know. 

Mr. Ray. You don’t know whether some of them reach up toward 
the high percentage shown for the subsidized lines and some are stil 
lower than your 73 percent? 

Mr. Morean. I think some of the information is available in some 
of the investigations that this committee has had. I do not recall 
what the answer to that is. 

Mr. Ray. Have computations been made for any one or for all of 
the members of your association which would show the effect upon 
revenues and net revenues particularly, of the kind of a subsidy treat- 
ment that you propose, using some estimated ceiling ¢ 

Mr. Morean. That I don’t know, sir. I would assume that indi- 
vidual companies have done it but they have not told me what the 
results are. 

Mr. Ray. How would you get at such information ? 

Mr. Morean. Just asking. 

Mr. Ray. Thank you. That is all I have, Mr. Chairman. 

Mr. Wricuet. One more question regarding the number of Amer- 
ican-flag ships in operation, just previous to World War No. I there 
were operating in intercoastal and coastwide trade some 300 ships; 
is that right? 

Mr. Morgan. Four hundred and sixty-eight ships. 

Mr. Weicuex. Coastal and intercoaostal, 468 ships? 

Mr. Morean. And noncontiguous. 

Mr. Weicnet. They were in operation and ready to go and the 
Government in time of war requisitioned practically all of them. 

Mr. Morcan. That is right, sir. 

Mr. Weicuet. I notice im your statement that 468 ships operated 
in those trades and were already a ready, going fleet, ready for war, 
ind that that number has now shrunk to what? Is it less than 200? 

Mr. Morean. One hundred and sixty-two ships, of which 55 are in 
the noncontiguous trade. 

Mr. Weicue.. So there are 300 less American-flag ships in oper- 
ition that would be available for requisition in time of war. 

Mr. Morean. They are in operation. 

Mr. Wercuev. There is that group that does not exist any more. 

Mr. Morcan. They are not in operation in the domestic trades 
where they are close at home. 

Mr. Wricuet. That group does not exist. 

Mr. Morean. The ships exist. 

Mr. Weicuevt. But we do not have that group existing right at 
hand that you can take as going ships, in addition to the other ships 
engaged in foreign trade. 

Mr. Morean. That is right, sir. 

Mr. Totterson. Mr. Chairman, may I ask a question ? 

Mr. Wercuen. Yes. 

Mr. Tottrrson. Mr. Morgan, according to your figures there were 
468 dry-cargo vessels operating in coastwise, intercoastal and non- 
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contiguous trades in 1939. And that figure now has dropped to 162 

Mr. Moraan. Yes, sir. 

Mr. Totierson. Let me ask you this question; did the subsidy pro 
gram have anything whatsoever to do with the decline of that number 
of ships? 

Mr. Morcan. Not a substantial part, sir. 

Mr. Totterson. In other words, there were other factors which 
brought about that decline? 

Mr. Morean. Yes, sir. 

Mr. Toiurrson. So that actually our problem here is somewhat 
confined to the ships operating in the foreign trade? 

Mr. Morgan. Yes, sir. 

i To.ieFson. Presently there are 268 subsidized ships operating 

1 foreign trade and 258 unsubsidized ships, is that correct ? 

"he. Morean. There is another 100 that are operating in the foreign 
trades or were at this time which was at the end of 1952, for the 
(government account, under charter to the Government. 

Mr. To_ierson. You count them subsidized operations too? 

Mr. Morcan. Nonsubsidized. 

Mr. Totterson. So there are 268 subsidized and 358 nonsubsidized ? 

Mr. Morgan. Yes, sir. 

Mr. Totuerson. And that is where your competitive area is, is that 
true ? 

Mr. Morcan. Yes, sir. 

Mr. Racaadioeer: So that actually there are more nonsubsidized 
ships, by roughly 100 than there are subsidized ships? 

Mr. Morgan. Yes, sir. 

Mr. To.uerson. The tankers do not compete with the dry cargo 
operators ¢ 

Mr. Morgan. No. On occasions they do. 

Mr. Totuerson. Just so I get this clear, your proposal is that the 
labor subsidy be applied only to the foreign trade and not to the 
domestic trade ? 

Mr. Morean. That is right. I would like to recommend that it be 
applied to the domestic trade, but I have to be realistic. 

Mr. Toiterson. The domestic trade is protected too, isn’t it, in a 
sense ¢ 

Mr. Morgan. Yes, sir. 

Mr. To.terson. Your proposal is for a labor subsidy with a limited 
ceiling? 

Mr. Morean. Yes, sir. 

Mr. Totierson. What effect would that have on the present opera 
tions? I know you suggested yesterday that the contract be per- 
mitted to operate until their termination date and that the transition 
be gradual ¢ 

Mr. Morgan. Yes, sir. 

Mr. Touierson. Will the net effect of it be a decline in the pay of 
the maritime workers ¢ 

Mr. Morean. I do not see how. The wages of the maritime workers 
are fixed as a result of collective bargaining. Contracts are in existence 
that are not going to be changed by legislation, and I would not for 
a minute recommend that a ceiling be placed upon wages by legisla- 
tion, 
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Mr. Totierson. I thought you suggested that. You are talking 
about a ceiling so far as the subsidy is concerned 

Mr. Morean. I am talking about a ceiling only as far as the portion 
of the wages the Government will pay are concerned. 

Mr. Totterson. That is right. That is a subsidy. 

Mr. Morean. Yes, sir. 

Mr. Toruerson. And the rest will be left to collective bargaining? 

Mr. Morean. That is right, sir. 

Mr. Toixerson. Might that lead to a condition where your sub- 
sidized operations would not be able to compete with foreign operators 
then as a result of collective bargaining and the operators may have 
to pay more than the foreign cost, plus the Government subsidy 
portion? He may have to pay an amount in addition to that as a 
result of collective bargaining, may he not? 

Mr. Moraan. No, I don’t think so. Not if he continues under his 
present contract. 

Mr. To.tierson. Assuming that we are not going to operate under 
the present contract but after the present contract and the present 
program expires. 

Mr. Morean. I think that if this plan were effective as to the entire 
merchant marine, that you would have much more realistic collec- 

ve bargaining than you have today. The costs of operation, includ- 
ng wages, have gone up to a point where the unsubsidized American 
operators in the foreign trades, such as you brought out, is a larger 
segment of the merchant marine than is now subsidized, is just in a 
terrible situation, and so are the domestic trades. There should be 
ome point where concessions should be Ree for by them. 

Mr. Totierson. Under your proposal, do you think that the Gov- 

rnment would be paying more money out in subsidies than under the 
oreaeait program ¢ 

Mr. Moraan. Yes, sir. 

Mr. Totierson. Would you give your guess, percentagewise, as to 
how much it might be ¢ 

Mr. Morean. I gave a figure yesterday, which it seems to me was 
$45,800,000. 

Mr. Seety-Brown. In connection with this program, who would be 
the parties to this collective bargaining? 

Mr. Morgan. The same group that are now parties to it. 

Mr. See.ty-Brown. The shipowners? 

Mr. Morgan. Yes, sir. 

Mr. Srevy-Brown. And the union? 

Mr. Morcan. And the representatives of the seamen. 

Mr. Sre.y-Brown. If that is so, what is the area in which they 
bargain? Do the shipowners bargain on the basis of their own 
money or on the amount of the Government subsidy ¢ 

Mr. Morcan. As it works out practically, it makes no difference 
how high they go so far as the subsidized companies are concerned, 
because the Government picks up the check. 

Mr. Srery-Brown. I was wondering as I listened to your program 
if you were not setting up a scheme “whereby the companies would 
be entering into a collective bargaining agreement where the only 
money given in bargaining would be the amount the Government 
would put up and not pr imarily the money they were putting up. 
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Mr. Morean. No. Under my plan any increases would be for the 
owners’ account and there would be a definite limit on the subsidy, 
measured by comparable shoreside occupations, most’ comparable 
shoreside occupations. Above that limit, the Government would not 
pay. 

Mr. Auten. Did I understand you to say that the 100 ships that are 
operated for Government account are not subsidized ¢ 

Mr. Morean. No, sir. 

Mr. Auten. They are, however, paid for 100 percent by the Gov- 
ernment, are they not? 

Mr. Morcan. No, they are privately owned ships that are under 
charter. 

Mr. Aten. That does not include MSTS operations or general 
agency ¢ 

Mr. Moroan. No, sir. 

Mr. Suretiey. You submitted a list of people you represent. Would 
you supply for the record information on what collective-bargaining 
unit of steamship owners and operators each of these people belongs 
to, and with whom each bargains ? 

Mr. Moraan. I can tell you they bargain with all of them. 

Mr. Suettey. With all the unions? 

Mr. Morean. Yes, sir. 

Mr. Sueiiey. Will you submit just the first part I asked for, to what 
collective bargaining association each of these operators belong ¢ 

Mr. Morcan. Each individual? 

Mr. Suetiey. Each operator you list here. 

Mr. Morean. All right, sir. 

(The information referred to follows :) 


MEMBERS OF ASSOCIATION OF AMERICAN SHIP OWNERS AND MARITIME UNIONS 
Wite WHICH EAcH DEALS 


American-Hawaiian Steamship Co., American-Hawaiian Steamship Co. (Dela- 
ware): Masters, Mates and Pilots (WC); Marine Engineers Beneficial Asso- 
ciation (WC); American Radio Association (WC); Sailors Union of the 
Pacific; Marine Firemen, Oilers, Watertenders and Wipers Association ; 
stewards department personnel.’ 

A. H. Bull & Co., Inc.: Masters, Mates and Pilots (EC): Marine Engineers 
Beneticial Association (EC); Radio Officers Union; Seafarers International 
Union. 

Baltimore Insular Line, Inec.: Masters, Mates and Pilots (EC); Marine Engi- 
neers Beneficial Association (EC); Radio Officers Union; Seafarers Inter- 
national Union. 

Eastern Steamship Lines, Inc.: Masters, Mates and Pilots (EC) ; Marine Engi- 
neers Beneficial Association (EC); Radio Officers Union; Seafarers Inter- 
national Union. 

Luckenbach Steamship Co., Inc.: Masters, Mates and Pilots (WC): Marine 
Engineers Beneficial Association (WC): American Radio Association (WC) ; 
Nutional Maritime Union. 

Luckenbach Gulf Steamship Co., Inc.: Masters, Mates and Pilots (WC); Marine 
Kngineers Beneficial Association (WC); American Radio Association (WC) : 
Sailors Union of the Pacific; Marine Firemen, Oilers, Watertenders and 
Wipers Association; stewards department personnel.’ 

Oliver J. Olson & Co Masters, Mates and Pilots (WC)*: Marine Engineers 
Beneficial Association (WC); American Radio Association (WC): Sailors 


ne 


Dealing nnilaterally rteward department personnel pending NLRB certification 


1 Nattonr Un s 0 2 Cool 
Stewards (AFL) 
EC” refers to on ¢ ( trict or local: “WC” refers to its west-coast district 


and Stewards and the Marine Cooks ard 
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Union of the Pacific; Marine Firemen, Oilers, Watertenders and Wipers 
Association (WC) ; stewards department personnel.’ 

Quaker Line (Pacific Atlantic SS. Co.): Masters, Mates and Pilots (WC) ; 
Marine Engineers Beneficial Association (WC); American Radio Association 
(WC); Sailors Union of the Pacific; Marine Firemen, Oilers, Watertenders 
and Wipers Association ; stewards department personnel.’ 

Seatrain Lines, Inc.: Masters, Mates and Pilots (BC) ; Marine Engineers Bene- 
ficial Association (IC) ; Radio Officers Union ; Seafarers International Union. 

Shepard Steamship Co.: Masters, Mates and Pilots (WC); Marine Engineers 
beneficial Association (WC); American Radio Association (WC); Sailors 
Union of the Pacific; Marine Firemen, Oilers, Watertenders and Wipers Asso- 
ciation; stewards department personnel.’ 

States Marine Corp., States Marine Corp. of Delaware: Masters, Mates and 
Pilots (EC); Marine Engineers Beneficial Association (EC) ; American Radio 
Association (EC); National Maritime Union (EC). 

States Steamship Co.: Masters, Mates and Pilots (WC); Marine Engineers 
Beneficial Association (WC): American Radio Association (WC); Sailors 
Union of the Pacific; Marine Firemen, Oilers, Watertenders and Wipers Asso- 
ciation ; stewards department personnel.’ 

Weyerhaeuser Steamship Cuo.: Masters, Mates and Pilots (WC); Marine Engi- 
neers Beneficial Association (WC); American Radio Association (WC) ; 
Sailors Union of the Pacific; Marine Firemen, Oilers, Watertenders and 
Wipers Association ; stewards department personnel.’ 


Mr. Suetitey. You answered a question addressed to you by Mr, 
Tollefson in regard to what effect the subsidy had on the decline of 
the coastwise and intercoastal trade. If I recall, you mentioned that 
it had played some part? 

Mr. Morcan. Not a substantial part. 

Mr, Suetiey. Could you explain what you think the part is that it 
does play in depressing or bringing about a decline in the inter- 
coastal trade? 

Mr. Morean. There is some competition in the intercoastal trade 

rom vessels that are owned by subsidized companies. They are bound 
to have an advantage over those that do not have subsidies. 

Mr. Suetiey. To what extent does that occur? 

Ba Morean. It occurs regularly in regular scheduled operations. 

‘he American President Lines operates w estbound i in the intercoastal 
a and takes the business that otherwise would go to companies 
that would operate without subsidy aid. 

Mr. Suetiry. Why would they take the business that otherwise 
goes to subsidized vessels? They are all competing for it, you said 
ye sterday. 

(No response by the witness.) 

Mr. Bonner. I am trying to develop what you left unsaid. If there 
is any objection to fill in “this record with what should be said, I 
will stand aside. 

You said the American President Lines do not get any subsidies 
in the coastal and intercoastal trade, 

Mr. Morean. They get_a rebate of the subsidy, but they have got 
all the benefits of the tax privileges and tax deferment. 

Mr. Bonner. Not on that operation. 

Mr. Morean. Yes, they do. 


*Dealing unilaterally with steward department personnel pending NLRB certification 


of rival National Unions of Marine Cooks and Stewards and the Marine Cooks and 
Stewards (AFL). 


en refers to union’s east-coast district or local; “WC” refers to its west-coast district 
or local. 
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Mr. Bonner. On that part of their operations? 

Mr. Morgan. Oh, yes. You cannot separate them. 

Mr. Bonner. I thought you spoke of intercoastal trade. 

Mr. Morean. That is right. That is what I did speak about. It is 
one leg of a subsidized voyage. 

Mr. Suetiey. Around the world? 

Mr. Morgan. Yes, sir. 

Mr. Bonner. And that part of it is not deducted ? 

Mr. Morcan. Deducted from the subsidy; a pro rata return of the 
subsidy is paid. 

Mr. Bonner. That is what I want to find out. That part of it is 
deducted from the subsidy. 

That is all I have on that point, Mr. Chairman. 

Mr. Weicue.. Mr. Keogh? 

Mr. Krocu. Didn’t the Transportation Act of 1940 transfer the 
jurisdiction of some segment of your industry to the Interstate Com- 
merce Commission? What parts of your operation were transferred ? 

Mr. Morcan. The coastwise trade and the intercoastal trades are 
now subject to the jurisdiction of the Interstate Commerce Com- 
mission. 

Mr. Krogu. Would you care to express an opinion as to whether 
the transfer of that jurisdiction had any adverse effect on that type of 
operation ¢ 

Mr. Morean. The transfer of the jurisdiction ? 

Mr. Kroeu. Yes. 

Mr. Morean. I do not think so, myself. You have got competitive 
forms of transportation that are under the Interstate Commerce 
Commission and perhaps it is better that the one agency control 
all competitors. 

Mr. Krocu. Doesn’t that mean that pert of our maritime industry 
is separate and apart from the other parts? 

Mr. Morcan. Yes, it does. You asked me a question that I have 
not thought about very much. I have not discussed it. It is a personal 
view. 

Mr. Kroeu. Maybe you will give it some thought. 

Mr. Moraan. I will. 

Mr. Krogu. And maybe the chairman will be nice enough some 
other time to permit me to ask you the same question. 

That is all I have at this point, Mr. Chairman. 

Mr. Weicue.. Thank you, Mr. Morgan. 

Do you have another question, Mr. Shelley ? 

Mr. Suruixry. Yes, Mr. Chairman, may I ask another question? 

Mr. Wetcue.. Yes. 

Mr. Sueiiry. As this hearing goes on and as various witnesses ap- 
pear, it seems to me that it may be rather lengthy because it is a very 
important subject and questions may occur to some of us upon exami- 
nation of the galley proofs or the transcript that might not occur 
at the time the witness is before us, also questions may occur because 
of the different presentations made by different witnesses. Will these 
witnesses be available for questions from the committee subsequent 
to the complete presentation ¢ 

Mr. Weicue.. They would be. The purpose is to get all the views 
and then for the committee to decide with reference to the part they 
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might consider for legislation and there will be hearings on any 
legislation that the committee would suggest. 

Mr. Krocu. As long as we are talking about our general procedure, 
I wonder if the chairman has any knowledge of the program for the 
committee for the rest of this week ? 

Mr. Weicuet. This will probably be all, and we will continue next 
week with this same thing. We have the Maritime Board and the 
MSTS and we have the presentation with reference to tramp operators. 

Thank you, Mr. Morgan 

We will now hear from "Mr. Frazer A. Bailey. 


STATEMENT OF FRAZER A. BAILEY, PRESIDENT, NATIONAL 
FEDERATION OF AMERICAN SHIPPING, INC. 


Mr. Bartey. My name is Frazer A. Bailey. I am appearing for the 
National Federation of American Shipping, Inc., in connection with 
the committee print, proposed amendments to the 1936 Merchant 
Marine Act. 

Before I go into my statement, if I may I would like to make some 
comments concerning something which happened here this morning. 

No. 1, there was a statement that the effect of the subsidized opera- 
tion was four-fifths competing against one-fifths. I would like to read 
into the record exactly what ships are trading in what trades. 

Mr. Weicue.. That was with reference to the total number of ships. 

Mr. Bartey. I would like to deal with tonnage. That is a more 
accurate means of dealing with figures. 

In the foreign trade, dry- -cargo ships, there was 6,622,000 tons of 
shipping, of which approximately 3 million tons are subsidized. So 
that the ratio is almost a balance in dry-cargo ships in the foreign 
trade. In the domestic trade there is 1,140,000 tons of ships in 
operation. 

In the noncontiguous, protected domestic trade, there is 556,000 tons 
of shipping in operation. 

There is inactive 171,000 tons. 

That makes a total of dry-cargo ships of 8,489,000 tons. I would 
like to say also with regard to Mr. “Mor gan’s very interesting testimony 
this morning, that I sat yesterday and I heard the gentleman from 
North Carolina read the obligations, limitations, and restrictions 
which are accepted and perfor med by the subsidized operators in con- 
sideration of the subsidies which they are paid, and if my hearing is 
not defective—and I do not believe it is—I heard him decline to accept 
as a statutory requirement any one of the limitations, obligations, and 
restrictions. 

He said that some of them that would naturally do that anyway, 
some of them he thought would follow as a matter of course, but I did 
not hear him say that he was prepared to accept as a limitation or as 
a consideration for the contract any of those performed by the present 
contractors. He does come this morning and reads us a long list of 
very minor things which they are prepared to accept. We have not 
had a chance, of course, to examine these. I do not know what they 
mean, but I think I recognize among them a number of items which 
are already required by ‘other laws and of course an operator will 
perform under the laws required of him to perform. But he doesn’t 
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deal with the real essence of this matter, and the essence of this is 
parity. It is the substance upon which the act is built and upon which 
the Maritime Administration, the Merchant Marine, is built. We have 
to have equal economic opportunities if we are going to deal with our 
foreign competition. He doesn’t agree to accept any uniform, de- 
pend: able, regularly scheduled service to all American ports that are 
essential trade routes for the carriage of commerce, 

I think I heard him say that national defense is the only reason or 
excuse for the merchant marine. I want to say that, speaking for the 
people we represent, we hold no such view, and that is not the reason 
upon which the 1936 act was drawn. Section 101 says it has a dual 
purpose. One of them is to carry the commerce of the United States 
and America in flagships and serve the importers and exporters of 
this country, and the other major part is, of course, the national 
defense. So, you cannot put it on a basis of national defense alone. 
If these gentlemen are going to come here and change their proposals 
in the middle of the hearing, I think we are entitled to have a revised 
proposal from them. 

Yesterday they were talking about one thing, and today they are 
talking about another, and they are talking about it in a somewhat 
different manner. Certainly you are going to have to have concessions 
for the acceptance of a subsidy. Certainly you are going to have to 
have Government regulation if you are going to have Government aid, 
and certainly you are going to have to serve the commerce of the 
United States. You are not going to be able to run a free-lance oper- 
ation wherever the most lucrative trade happens to be at the moment. 

At the beginning I would like to submit for the record a list of the 
member companies which the federation represents. It includes the 
names, the number of ships, the trades they service, and the character 
of their cargo operations. It is divided into the subsidized, the un- 
subsidized, and the tanker operators. 

[ am speaking this morning for these companies, all direct members 
of the federation, with the single exception of the Pacific Far East 
Lines of San Francisco, which does not desire to be included in this 
hearing. 

At this point, Mr. Chairman, I submit for the record the list of 
the names of the members of our federation. 

(The list is as follows:) 







a 





NS 


AMEND 1936 MERCHANT MARINE ACT 95 

















National Federation of American Shipping, Inc., membership 
Number | Thousand 
of ships dead- Area of operation Percent of pro- 
owned | Weight prietary cargo 
tons 
RY CARGO AND COMBINATION | | 
I, Subsidized companies | 
American Export Lines 30 | 280.0 a srranean, Near East | Common carrier 
American Mail Line-..--| 9 105.1 | Far and Middle East Do. 
American President 17 191.2 | Trans-Pacific and round world | Do. 
Line. | 
Farrell Lines 16 170.9 | South, east and west Africa Do. 
Grace Line 23 220.8 | South America and Caribbean Do. 
Lykes Bros. Steamship 54 | 561.3 | Worldwide Do. 
Co. } 
Moore-MecCormick | 35 388.1 | South America, Caribbean | Do. 
Lines. and Baltic. | 
Oceanic Steamship Co 4) 42.7 | South Pacific and Australia___| Do. 
Pacific Far East Line- 8) 85.8 | Far and Middle East, Medi- | Do. 
|  terranean | 
Pacific Transport Lines. | 5 60.8 Hawaii and Far East Do. 
Pacific Argentine «& 4 51.6 | South America and Caribbean Do. 
Brazil Line. | 
Seas Shipping Co 12 143.2 | South and east Africa | Do. 
United States Lines Co_} 48 511.4 | United Kingdom, Europe, | Do 
| | Far East and Australia. 
Subsidized total | 265 | 2,812.9 
Nonsubsidized companies: | 
Alcoa Steamship Co., | 16 | 158.1 | South America and Caribbean Do. 
Inc j | 
Calmar Steamship | 8 | 84.5 | United States intercoastal Not available. 
Corp. | 
Isthmian Steamship Co_| 27 3.3 | Round world Common carrier. 
Matson Navigation Co 20 236.2 | Hawaiian Islands. - . Do. 
Ore Steamship Co 9 | 215.0 | South America | Not available. 
Pope & Talbot, Inc | 6 68.7 | South America and Caribbean_| Common carrier. 
South Atlantic Steam- 4 | 42.8 | United Kingdom and Europe Do 
ship Line | | 
Sprague Steamship Co 7 74.0 | Worldwide 50 percent or more. 
Tracy, M. & J., Inc 2 22.0 | United States coastal | Common carrier. 
Nonsubsidized total 99 | 1, 234.6 
Dry cargo total 364 | 4,047.5 | 
TANKERS 
I, Oil companies | 
Esso Shipping Co 51 915.4 . ‘ | 
Sinclair Refining Co 11 174. 2 | 
Socony-Vacuum Oil } 21 338. 9 
The Texas Co... | 24 | 350. 4 
Oil company total... 107 Re GU cheecngnaductie } 
II. Independent companies: | | | 
Keystone Shipping Co 1 16.4 
Keystone Tankship Co 6 | 99. 6 
Charles Kurz & Co | 8. 114. 4 | | 
M oore-McCormack 1 16,7 
Lines. | | 
Paco Tankers, Inc | 10 | 141, 5 |... 
——_= eo _ | 
Independent total. -..| 26 388. 6 
Tanker-. boncaiod 133 2, 167.5 
NFAS total__.-- 497 | 6,215.0 


Relationships: 
Subsidized tonnage to NF AS grand total 


Subsidized tonnage to NFAS dry cargo and combination total . 
All dry cargo and combination tonnage to NF AS grand total a 
Tanker tonnage to grand total (NFAS) se 

oil company tonnage to grs and total (NFAS)-.. 7 

Common carrier tonnage to dry cargo and combing ation total (NFAS) 





Percent 
45.3 
69.5 
65.1 
34.9 
28. 6 
00.8 
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Mr. Dies. What percentage of the operators are subsidized and 
what percentage are not, in the list ? 

Mr. Battery. Are you speaking of my list ? 

Mr. Dies. Yes; your list. 

Mr. Battery. We have 13 subsidized companies, which operate 265 
ships. They have 2,812,000 tons of ship tonnage. 

We represent 9 nonsubsidized companies, who have 99 ships and 
1,234,000 tons of ship tonnage. And I may say for the record and I 
believe the record will bear it out, that we represent more nonsubsidized 
tonnage than did the witness who preceded me. Does that answer 
your question, Mr. Dies? 

Mr. Dries. Yes. 

Mr. Campsett. What are the names of the companies? 

Mr. Battery. The subsidized companies first. 

Mr. Suetiey. Can the witness at the same time that he names the 
company and the number of ships, name the trade route, that is, the 
general route they are on? 

Mr. Bartey. Yes. 

Mr. Weicuet. With reference to the companies which are non- 
subsidized, would you state that they are industrial carriers or partly 
industrial carriers and the other business? 

Mr. Battery. I will be very glad to. First, the American Export 
Lines. They have 30 ships and 280,000 tons, trading in the Mediter- 
ranean and the Near East, common carrier. 

Next is the American Mail Line with 9 ships, 105,000 tons, trading 
in the Far and Middle East, common carrier. 

The American President Line with 17 ships, 191,000 tons, trans- 
pacific and around the world, common carrier. 

Next is the Farrell Lines, with 16 ships, 171,000 tons, to the South, 
East, and West Africa, a common carrier 

Next is the Grace Line, with 23 ships and 220,000 tons, to South 
America and the Caribbean, a common carrier. 

Next is the Lykes Bros., with 54 ships, 561,000 tons. They are 
trading in many trades around the world, a common carrier. 

Next is the Moore-McCormick Lines, 35 ships, 388,000 tons, trading 
to South America, Caribbean, and Baltic areas, a common carrier. 

Next is the Oceanic Steamship Co., 4 ships, 42,000 tons, trading 

‘ith South Pacific and Australia, New Zeanland, and the South Seas, 
common carrier. 

Next is the Pacific Far East Lines, with 8 ships, 85,000 tons, which is 
a group which as T have mentioned does not desire to be included in 
these hearings. They have, as I think I said, 8 ships, 85,000 tons, 
trading in the Far and Middle East and the Mediterranean, and they 
are a common carrier. 

The Pacific Transport Lines has 5 ships, 60,000 tons, trading to 
Hawaii and the Far East, and they are a common carrier. 

Next is the Pacific Argentine & Brazil Line with 4 ships, 51,000 
tons, trading to South America and the Caribbean, a common carrier 

Next is the Seas Shipping Co. with 12 ships, 143,000 tons, trading 
to South and East Africa, a common carrier. 

Then we have the United States Lines Co. with 48 ships, 511,000 
tons, trading to the United Kingdom, Europe, the Far East, and 
Australia. They are common carriers also. 

Now, those 13 are the subsidized lines. 
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On the nonsubsidized, and in view of the chairman’s inquiry, I want 
to say that where a company carries less than one-third controlled 
cargo we consider it in our definition a common carrier. 

First is the Alcoa Steamship Co., 16 ships, 158,000 tons, trading 
to South America and the Car ibbean, a common carrier. 

Next is the Calmer Steamship Co., 8 ships, 84,000 tons, the United 
States intercoastal trade. I do not have available figures as to the 
percentage of controlled cargo. 

The Isthmian Steamship Co., 27 ships, 333,000 tons, in various trades 
around the world, a common carrier. 

The Matson Navigation Co., 20 ships, 236,000 tons, the Hawaiian 
Islands from the Pacific and Atlantic coasts, a common carrier. 

The Ore Steamship Co., with 9 ships, 215,000 tons, trading to South 
America. I do not have a figure on the controlled cargo carriage. 

The Pope & Talbot, Inc., with 6 ships, 68,000 tons, trading to South 
\merica and the Caribbean intercoastal, a common carrier. 

The South Atlantic Steamship Line with 4 ships, 42,000 tons, trad- 

ng to the United Kingdom and Europe from the South Atlantic ports, 
a common carrier. 

The Sprague Steamship Co., with 7 ships and 74,000 tons in various 
world trade, carrying more than 50 percent of controlled cargo and 
what the chairman calls an industrial carrier. 

Then there is Tracy, M. & J., Inc., with 2 ships and 22,000 tons in 
the United States intercoastal trade, a common carrier operation. 

Now, on the tankers, tankers which are associated with large oil 
companies. 

First is the Esso Shipping Co. with 51 ships, 915,000 tons. 

Sinclair Refining Co., with 11 ships, 174,000 tons. 

Socony-Vacuum Oil Co., with 21 ships and 338,000 tons. 

The Texas Co., with 24 ships and 350,000 tons. 

And now the independent tankers that are not connected with any 
large oil company. 

First is the Keystone Shipping Co., with 1 ship, 16,000 tons. 

The Keystone T: ankship C 0., With 6 ships, 99,000 tons. 

Charles Kurz & Co., with 8 ships, 114,000 tons. 

Moore-McCormack Lines operate 1 ship, 16,000 tons. 

The Paco Tankers, Inc., 10 ships, 141,000 tons. 

The total of the tankers associated with the large oil companies is 
1,778,000 tons. 

The independent tankers is 388,000 tons. 

The total tankers represented by the Federation are 2,167,000 tons. 

The total tonnage represented by the Federation is 6,215,000 tons. 

I would like to say if I may at this time that I am informed 
that a letter has been addressed to the chairman by the subsidized 
lines as a group in which they will request the opportunity to appear 
later and supplement what is now being said. They are included in 
my testimony. 

Mr. Bonner. That is your group? 

Mr. Bary. Yes, sir; that is the group we represent. 

Mr. Bonner. Then we have the group Mr. Morgan represents. 

Mr. Baiey. Yes, sir. 

Mr. Bonner. Are there some other operators who are not repre- 
sented here? 

Mr. Batter. Yes, there are. 
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Mr. Bonner. You do not happen to have a list of them? 

Mr. Battery. No, sir. 

Mr. Bonner. I asked that question yesterday and I believe that 
there are three groups of operators. 

Mr. Weicue.. The tramp operators will be represented. 

Mr. Bonner. There is one group or company that has not been 
mentioned here. 

Mr. Barer. That is Waterman. 

Mr. Bonner. Are they to be heard? I wanted to complete this 
whole picture, and I wanted to hear from this other group, because 
I would like to know whether they are interested in this matter. 

Mr. Battery. F couldn’t tell you that. 

Mr. Dies. You understand that this gentleman speaks for the group 
he represents. The view he gives is for the company or group he 
represents. 

Mr. Weicuet. He is speaking for the subsidized lines. 

Mr. Barry. I am speaking for the cross-section group, and as | 
said, the subsidized lines advised me they have written to the chair- 
man and have asked to be permitted to supplement what they have 
said. 

Mr. Weicnev. Your primary representation is for subsidized lines 
and these other people, the so-called industrial carriers, but that in- 
cludes some common carriers as well. 

Mr. Batiry. Some of those are in the foreign trade. I think it 
would be interesting because these particular companies which are 
sometimes called industrial carriers are just as valuable to the carriage 
of commerce of the United States as any company. 

Mr. Weicuev. I wanted to know that just for the purpose of identi- 
fication, that their primary business is not public transportation. 

Mr. Barry. There is only one company whose primary purpose 
is carrying its own cargo on the list I read. All of the others carry 
less than one-third controlled cargo. 

Mr. Bonner. Will you put in the three groups when you revise your 
list just the name of the third group? 

Mr. Bamery. The Federation group, Mr. Morgan’s group you have, 
and there will be a tramp ship operators’ association which I under- 
stand has something in the neighborhood of 1 million tons of ships 
operating nonscheduled operations. Then there are some independent 
companies, such at Waterman to which you referred, and according 
to my understanding they do not belong to any of these trade groups. 

Mr. Bonner. I wanted to get the picture so that I could know 
what American-flag ships are in this group at this point in the 
record. 

Mr. Batrey. I have the total of American-flag ships. 

Mr. Bonner. I do not want to take up the time. If you will just 
put it in the record. 

Mr. Barer. Yes, sir. 

(The information referred to follows :) 


SHIPOWNERS ORGANIZATIONS 


To our knowledge, the following organizations represent owners of United 
States flagships in oceangoing trades: 
National Federation of American Shipping which is affiliated with— 


(a) Pacific American Steamship Association 
(0) American Merchant Marine Institute 
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Shipowners Association of the Pacific Coast 
Association of American Ship Owners 
American Tramp Shipowners Association 
Pacific American Tankship Association 

Moreover, there is an informal organization representing the subsidized steam- 
ship owners exclusively. 

The only large independent companies not represented by any of the above- 
mentioned groups are Waterman Steamship Co. and Isbrandtsen Steamship Co. 

The Pacific Maritime Association represents American shipowners of the Pa- 
cific coast in the labor-negotiation field. In addition to representation through 
the Federation on other matters, the American Merchant Marine Institute deals 
with labor negotiations through the committee for Companies and Agents, Atlan- 
tic and Gulf Coasts. 

Mr. Auuen. Is it possible that some of the carriers that you men- 
tioned carry a large percentage of their own controlled cargo in one 
direction but a large percentage of uncontrolled cargo in the other 
direction ¢ 

Mr. Barry. I think that they carry a larger percentage of con- 
trolled cargo in one direction than the other. The figure I am giving 
you is for a round-trip carriage, a voyage carriage. I do not have it 
defined by legs of the voyage. 

Mr. Auten. Thank you. 

Mr. Wercuer. Proceed, Mr. Bailey. 

Mr. Bary. The first proposed bill shown in the committee print 
would change the whole philosophy of the Merchant Marine Act of 
1936. It would be destructive of orderly planning. It resorts instead 
to piecemeal Government aid and to free-lance operation. 

In the short time in which this piece of proposed legislation has 
been available to us, and in view of the very drastic and far-reaching 
proposals which it contains, we have not been able to analyze and 
point up its full effect in all respects. We do not believe this to be 
necessary, however, in light of the knowledge of this committee of 
maritime affairs in general, and the Merchant Marine Act of 1936 
in particular. We shall therefore present only the highlights at this 
time. We are certain, however, these will convince the committee 
that no such proposal should be considered, until at least after the 
same amount of study and investigation which preceded the 1936 
act, which it is now proposed to destroy. 

At the time of passage of the 1936 act, the American merchant 
marine was at an extremely low ebb. The active privately owned 
fleet was little more than half its present size. We reached such a 
degree of impotency that in 1939 we carried only 16 percent of our 
export trade. The inadequacy of American merchant shipping was 
so obvious that on March 4, 1935, President Franklin D. Roosevelt 
sent to the Congress a message which opened with the following 
statement : 

I present to Congress the question of whether or not the United States should 
have an adequate merchant marine. 

To me there are three reasons for answering this question in the affirmative. 
The first is that in time of peace subsidies granted by other nations, shipping 
combines, and other restrictive or rebating methods may well be used to the 
detriment of American shippers. The maintenance of fair competition alone 
calls for American-flag ships of sufficient tonnage to carry a reasonable portion 
of our foreign commerce. 

Second, in the event of a major war in which the United States is not involved 
our commerce, in the absence of an adequate American merchant marine, might 


find itself seriously crippled because of its inability to secure bottoms for neutral 
peaceful foreign trade. 
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Third, in the event of a war in which the United States itself might be engaged, 
American-flag ships are obviously needed not only for naval auxiliaries, but also 
for the maintenance of reasonable and necessary commercial intercourse with 
other nations. We should remember lessons learned in the last war. * * * 

In contrast with President Roosevelt’s message to Congress, which 
strongly stimulated the passage of the 1936 act, t, and with the act itself, 
” shall show that the first proposed bill: 

Would virtually scrap the philosophy behind this legislation 
w hic h is the foundation of our present merchant fleet. 

2. Would destroy the concept of parity, upon which the 1936 act is 
built, and thereby the ability of American ships to meet foreign 
competition in the foreign trade. 

Would delete the orderly process of Government-service con- 
tracts and the trade-route concept which requires regular, scheduled 
service on a year-round basis, by ships of the proper type, size, and 
speed, over routes found by the Government to be essential for our 
foreign trade. 

4. Would substitute a wage-equalization subsidy and remove almost 
every form of Government regulation, or operator obligation, to 
protect the shipper and public interests. 

5. Would strike out the protection against unfair competition 
against these American vessels by foreign governments. 

6. By completely scrapping a carefully considered and suc cessfully 
operating system, would greatly damage faith in the continuity of 
Government support of our me rchant marine; destroy initiative and 
confidence of private operators and private investors, and seriously 
endanger the availability of adequate American merchant ships for 
peacetime trading, and miltiary auxiliaries in wartime. We would 
not be assured of vessels for the importation of critical strategic metals 
we materials. 

Would repeal requirements for accumulation of funds to replace 
ond modernize our merchant fleet, and the inherent tax incentives. 

8. Under the proposal, no shipping operator (though accepting a 
wage-differential which is presently equal to 85 percent of the cur- 
rent subsidy) is required to maintain any particular service on any 
particular route ee = Opel rate foreign) nor to guarantee any 
number of sailings per He would be permitted to shift from 
trade to trade when more + paiitehis business offered, leaving the 
shippers to shift for themselves. 

9. Would repeal the existing requirement of recapture of one-half 
of profits in excess of 10 percent. 

10. Would delete the present Government-mortgage method of 
financing new-ship construction, which has produced many fine ships 
of our present fleet, without, as far as we have any knowledge, any 
faults. 

The Merchant Marine Act of 1936 is the brain child of this com- 
mittee. It came to life by your efforts under the leadership of your 
distinguished chairman, Judge Bland of Virginia. 

It was preceded by 2 years of intensive study and.consideration, 
which were initiated on June 18, 1934, by the appointment of an 
Interdepartmental Committee on Shipping Policy, composed of top 
officials of all executive departments. 

The recommendations of this committee were transmitted to the 
Congress by the President with his message of March 4, 1935, a portion 
of which has been quoted. 
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Hearings began in the House on March 9, 1935, and in the Senate on 
April 24, ‘1935. They continued for : a combined total of 25 days, em- 
bracing 144 witnesses and 2,240 pages of testimony. Included were 
shipping operators, shipping experts, Government officials and rep- 
resentatives of shipbuilders, labor and business. 

Eight different bills were considered, and numerous committee 
prints de veloped. The law (Public Law 835) was finally enacted on 
June 29, 1936, after 6 days of floor consideration. 

Yet this committee is asked to brush aside all this diligent effort and 
virtually scrap the 1936 act, without any shown logical justific ation. 

U ntil there is something more tangible or convincing offered, it is 
inconceivable to us that such a propos: al would be ser iously considered. 

We do not believe that even the sponsors of this bill would willingly 
accept the responsibility for the probable consequences, if they really 
understood them. We cannot imagine a self-interest so great. We 
desire to call to the committee’s attention that investigation of these 
matters is also under way in the Senate by a subcommittee of the 
Interstate and Foreign Commerce Committee, under the chairman- 
ship of a former member of this committee, Senator Potter of 
Michigan. 

Further, may we add that the Department of Commerce, by action 
of Secretary Weeks and Under Secretary Murray, has initiated and 
is proceeding with a full-scale investigation and report of all matters 
connected with operating and construction subsidies. It would there- 
fore seem advantageous to await the disclosure of the information 
which will thus be available, and meanwhile give to this committee 
additional time to investigate and carefully consider matters of such 
far-reaching effect to the merchant marine, to the foreign commerce 
and to the national defense. 

The proposed bill provides in section 303 that the ceiling of Ameri- 
can wages, for the purpose of arriving at a proper wage differential, 
shall be comparable wages in basic American industries ashore. The 

shipowners which we represent hold no brief for excessive wages. 

We call the committee’s attention to the fact that the American 
wage levels presently in effect and used to compute subsidy payments, 
were the result of collective bargaining. If there is evidence that this 
wage level is higher than it should be, it is a matter for the most careful 
and painstaking treatment. It cannot be equitably handled in the 
manner proposed in this bill. 

It will no doubt be contended that the “ceiling” thus provided will 
reduce subsidy payments because of a reduced sea-going wage dif- 
ferential. It is difficult, however, to see how this can be accomplished 
without actually reducing wages paid to American seamen. We 
recognize that the bill says this is to ep a ceiling on wage-differentials 
and not a ceiling on wages. To reduce the wage-differential arbi- 
trarily, but leave the actual wages paid at some higher level would 
destroy the ability of American ships to compete in the foreign trade. 
On this subject of wage-differential we suggest that the Committee 
may also wish to await t the results of the investigations and studies to 
which we have already referred, and more time to itself give further 
consideration to this subject. 

The proposed bill deletes the present Government mortgage provi- 
sion covering a 25 percent down payment on vessels built with con- 
struction-differential subsidy and the payment of the remainder 
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thereof in 20 equal installments at 314 percent interest. We are well 
aware of the desire of the present administration to minimize its 
budget requirements, and to the extent possible, finance new construc- 
tion through private enterprise banking. 

Certain American shipowners are working closely with the Ad- 
ministration in an effort to reach these objectives. A provision already 
exists in section 504 of the law whereby this may be accomplished 
under certain circumstances. We would not favor the repeal of the 
alternative plan provided in section 502, which the proposed bill would 
now eliminate. 

The bill under consideration also provides a more liberal amortiza- 
tion and accelerated depreciation provision than has been proposed 
by the shipowners which we represent. Our approach to this subject 
is in the proposed bill on page 60 of the committee print, to which we 
will address ourselves later in this testimony. 

During the 13 years of operation of the 1936 act, there has been 
repaid to the Government by subsidized operators over $52 million, 
or 32.2 percent of all the subsidy payments made to them under the 
recapture pore ision of the existing law, which the proposed bill would 
now repeal. As the wage differential accounts for approximately 85 
percent of the subsidy payments presently being made, and as the re- 
capture of profits during this period has been 32.2 percent, it is ob- 
vious that the proposed law would have cost the Government consid- 
erably more money during this period for the same volume of shipping 
services. Any suggestion that this would be offset by a lower wage 
differential, due to the proposed wage “ceiling” is without merit. 

I would like, if I may, to comment on some testimony which was 
given here yesterday. I understood the witness to say previously 
that practically all of the obligations, limitations, and restrictions 
imposed on subsidized operators were for the benefit of the operators. 
That was a very striking statement tome. However, when these were 
read by Mr. Bonner, it was quite obvious that they were for the pro- 
tection of the Government and the public. 

The witness said that a few of these would automatically be ob- 
served in the course of business, but he objected to any of them bein 
included as a commitment and consideration for the Government aid 
subsidy. 

Mr. Dies brought out the fact that under the proposal there was no 
definite regulation or requirement to provide leatiah service in any 
areas, or actual construction of ships. It should be considered that in 
the event of heavy traflic and lucrative business offering in a par- 
ticular area, the temptation would be great to diverting ships to such 
an area in a free-lance type of operation. The result would be no 
regular service would be maintained in other areas. 

In the meantime, shippers, manufacturers, and producers in other 
areas would be deprived of dependable ocean transportation, and an 
interruption, if not loss, of their export business. 

The same is applicable to imports, and particularly strategic 
materials, 

We understood the witness to say that the trade routes were not 
offered by competitive bidding. The inference was that there was 
partis ality in the award of these contracts. Section 602 (a) of the act 
states that the Commission is authorized and directed to consider the 





AMEND 1936 MERCHANT MARINE ACT 103 


application of any citizen, and then proceeds to enumerate the require- 
ments of such applicants. 

The awards were made to applicants upon a determination by the 
Commission that they could meet these conditions, were best able to 
perform the service and that the award of such contract was in the 
public interest. The witness made no charge of fraud, collusion, or 
malfeasance. He only inferred that certain parties had been favored. 
He did not say that any of the complaining interests had even filed 
in application for such a subsidy contract. 

The bare facts are that this condition arose out of a decision by some 
companies to avoid these obligations, limitations and restrictions, 
while the world market was profitable, believing that their best in- 
terests would be served by complete freedom of action. 

We understood the witness to say that the subsidy system was con- 
eived of as a contract to one operator for a given route. He knew 
that there had been 2 subsidized operators on a single route from 
the inception of the law and that presently 3 such routes are served 
by more than 1 operator—1 of them by 3 American operators. 

And I would lke to say with respect to the self-serving evidence 
submitted this morning with respect to the number of foreign lines 
compared with the number of American lines, that that is not a measure 
of competition. The measure of competition is the amount of cargo 
being handled by the American-flag lines and the foreign-flag lines 
na particular route. You might, for instance, have 15 foreign lines 
with 1 ship apiece and 1 American-flag line with 15 ships. To say it 
n the number of companies is not a fair test of competition. 

The witness inferred that the esential trade routes were established 
without much consideration as to the flow of traffic in world trade, 
particularly any dislocation due to war conditions; and that these 
routes were static and inflexible. A very long and comprehensive 
study has been made and is continuing in the Office of the Maritime 
\dministrator as to traflic trends and to keep these essential trade 
route studies up to date. The best witness, of course, would be the 
Maritime Administration itself. 

Further, there is hardly a trade route today which has not been 
modified; some of them a number of times. The record completely 
refutes the testimony as to rigidity and inflexibility. In one case with 
which this witness is familiar, the number of principal ports of call 
was doubled and the route mileage increased almost 50 percent in order 
to develop additional traffic and to keep abreast of the changing flows 
in the traffic trend. 

We understood the witness to say that as the operating subsidy 
covers the higher cost of American wages, the subsidized operators 
were relieved of the necessity of resisting the unjustified demands of 
labor and that such higher labor demands literally cost them nothing. 
In the parlance used, he said the Government picks up the check. I 
don’t know exactly what that means. But I have personally engaged 
in labor negotiations for seagoing personnel. In my experience, I 
have never found subsidized companies more willing to yield to un- 
justified labor demands than any others. The pressure to reach an 
agreement and thereby maintain service has usually come from the 
Government. 

Mr. Morgan has never, to my knowledge, engaged in such labor 
negotiations and his testimony is therefore hearsay. I am not’ con- 
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doning excessive labor demands nor the yielding thereto by steamship 
operators. In most instances, however, the maintenance of logistical 
supply lines to overseas American forces and the carriage of Marshall 
plan cargoes has been an important factor in the sense that there was 
urging that we must not break the continuity of those supply lines, 
and that they must continue under the existing conditions. My point 
is that there is no such division of responsibility for this condition, as 
Mr. Morgan would have you believe. And I am not minimizing the 
problem, either. 

The plan proposed by the Association of American Ship Owners 
which removes regulation and guaranty of any dependable, scheduled 
service for the accommodation of our importers and exporters would 
virtually make tramp operators out of existing berth and liner services. 

As we have said heretofore, the real purpose of the bill is to com- 
pletely change the national policy with respect to American shipping. 
Most of the provisions repealed are those designed to protect the 
Government. A complete disruption of the order ly pattern of Ameri- 
can shipping services and of their availability to American importers 
and exporters would result. We submit that no justifiable reasons 
have been presented, and that no justifiable reasons are available. We 
urge the committee to disapprove the proposed bill. 

That constitutes my statement with respect to the first bill in the 
committee plan. There are four smaller bills which I would like to 
comment on. Do you want me to proceed on that now? 

Mr. Weicuex. One is with reference to insurance and one is with 
reference to private carriage of Government property rather than the 
Government carrying it. What is the other one? 

Mr. Dies. There is some information that I would like very much 
to get. Of course, being a new member of the committee I don’t know 
a great deal about this subject, but what I am concerned with is 
whether we are getting our money’s worth. I would have to know 
how much money we have spent, of course, and what we have gotten 
for our money. Will there be any witnesses here who are ready to 
state that simply so that we can find out whether we are getting our 
money’s worth ¢ 

There is indication that wages have been increasing disproportion- 
ately and that there is no particul: 1x reason for them not to increase 
wages since the Government subsidy is based upon the total amount 
of wages. At least that is an important factor in the subsidy. 

Mr. WercHuEL. We expect to have the Maritime Administration here. 

Mr. Dies. Will they give us some concrete proof as to what we are 
getting in terms of ships and services? 

Mr. Weicue.. The Maritime Administration and its predecessor, 
the Maritime Commission, have been administering it. They should 
have all the records and should be competent to present the infor- 
mation. 

Mr. Dries. Will you _ to them and ask them to try to get this 
thing down to some — program ¢ 

Mr. Weicue.. I don’t know how simple it will be, but we are asking 
for it. 

Mr. Dies. We are paying for it and I don’t know what we are 
getting in terms of concrete results. 

Mr. Weicuet. We will ask them for all the information we should 
have. 
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I would like to ask Mr. Bailey a few questions with reference to 
the existing law. Is it your position that under the present law every 
American citizen can apply for a subsidy on the so-called regular 
routes and the only people who cannot apply in the foreign trade are 
the so-called tramp operators. 

Mr. Battery. They can not. 

Mr. Wercuet. Yes, I know that, but outside of the tramp operators, 
anyone else can apply to the Maritime Board for a subsidy on a par- 
ticular route. That is true, is it not? 

Mr. Batiey. Yes. 

Mr. Weicue.. The Maritime Board has designated the routes and 
they might designate some more—when and if, no one knows—but up 
to now they have selected a number of routes. 

Now, having selected those who get the routes, those people will 
continue to operate under contract with operating subsidies, isn’t 
that correct ? 

Mr. Battey. They are under contract for specific periods of time. 

Mr. Wer:cuen. They will continue. Now, no other operator can 
come in. Suppose there are more ships needed on the route, can 
another line make an application? Suppose the X Line has a sub- 
sidized route and they operate five ships and there is more business 
desired for American-flag ships on there. That company will add 
the five ships but someone else cannot make an application for the 
business on that line; is that so? 

Mr. Batiey. Oh, yes. 

Mr. Wetcuex. They can make it but no one else can get there if 
someone is already in. 

Mr. Battery. No; the records are to the contrary. 

Mr. Weicuet. Take these routes. For all practical purposes the 
subsidized operators have it as long as they want it if they comply 
with what the Maritime Board wants and someone else cannot come 
in and put additional ships in on a subsidy. 

Mr. Batrry. Oh, yes, they can. 

Mr. Wricuer. If the Maritime Board gives it to them. Could you 
answer it that way, if it once gets a designated route and a contract, 
for all practical purposes someone else cannot operate on that route 
ind get a subsidy. In other words, as long as the people who have it 
want to put on additional ships, they are the ones who will be per- 
mitted to do so? 

Mr. Barer. If I must answer that “Yes” or “No,” I must answer 
“No.” 

Mr. Weitcuet. Unless the Board permits it. 

Mr. Battxy. The Board has certified 3 additional oeprators on 
3 additional routes. The Board found the public interest would be 
served by adding two more American operators, and they have added 
them, and that is not the only route. 

Mr. Weicue.. They may add an additional operator, but they may 
say to the operator on the route, “You can add additional ships.” 

Mr. Battery. They could do either. 

Mr. Weicuet. That is what I mean. 

Mr. Bamzy. But the record shows they have added additional oper- 
ators. There are 3 routes which are double-track, so to speak, and 
| is triple-track. 
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Mr. Wercuex. But they can add additional operators or tell the 
other operators to put on more ships. They can do either one; is 
that right ? 

Mr. Bamey. It is difficult to answer “Yes” or “No.” 

Mr. Weicuet. They can put on additional operators or tell the oper- 
ators to put on additional ships, and if they do not put on additional 
ships, then they can put on additional operators. 

Mr. Battry. The operator on the route may increase his service and 
the other operators may make an application to go on the route with 
additional service. 

Mr. Sueuiry. Is there a hear ing on that? 

Mr. Bariey. Yes; there is a hearing. The Board holds hearings 
and determines what shall be done. 

Mr. Weicuet. Are those public hearings? 

Mr. Bamtey. Yes, sir. 

Mr. Wercuet. Until recently they have not been. Formerly they 
were not. 

Mr. Bamey. I don’t know when that started. I wouldn’t like to 
say that from memory. 

Mr. Weicret. While everybody can apply for a subsidized route 
and a contract, as a practical thing those people who have the routes 
will continue to benefit. They will not throw them out and put some- 
body else in. 

Mr. Baitey. They do not throw them out, but they can put some- 
hody else on if the circumstances require it. If an operator makes an 
ap plic ation to increase his number of sailings and nobody else applies 
for it, there is only one thing for the Commission to do. 

Mr. Weicuet. And the Commission is the judicial body. 

Mr. Bartry. That is delegated to it by the law. 

Mr. Weicuet. And there is no appeal from that. 

Mr. Barrxy. From the Commission’s ruling ? 

Mr. Weicuet. Yes; with reference to that. There is no appeal to 
the courts. 

Mr. Suetiey. Yes; there is. 

Mr. Weicuev. There is an appeal to the court if someone makes an 
application on a route already served and he is not satisfied with the 
decision he can appeal from that decision to the Federal district court. 

Mr. Baitey. One such appeal is pending. 

Mr. Bonner. Didn’t the Appropriations Committee of the House of 
Representatives put a limitation on that? 

Mr. Bamtxy. The Appropriations Committee put a limitation on the 
voyages which might be operated out of the money appropriated. 

Mr. Bonner. So that was a limitation on the general subject of the 
maritime subsidy, wasn’t it? 

Mr. Battery. Yes. 

Mr. Bonner. So it was legislation not by this committee but on the 
subject by the Appropriations Committee. 

Mr. Batiey. Yes. 

Mr. Bonner. Which caused a great deal of confusion in the mari- 
time industry. 

Mr. Bariey. Yes, sir. We objected to that because it is customary 
to control the volume of Government operations by the amount. of 
money made available and not to specify in the appropriations bill 
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‘xactly how it was to be paid. We said that was wrong. We had no 
objection to the amount of money available, but it should be left to 
the administrative agency to determine how it should be best expended. 
The committee in the House put in a limitation saying that this money 
hould not be used to operate more than a given number of voyages. 
[he Senate struck it out of the bill and when it went to conference 
t was restored in conference. We don’t know how it will come out. 
Mr. WetcueL. You may proceed, Mr. Bailey. 
Mr. Bamgey. We are appearing in support of the last four bills listed 
in the origins 11 committee print. These are direct and simple in their 
approac h, constitute no ch: ange in the national policy, and are easily 
understood. 


1. Government patronage of American-flag shipping services 

Noncompetition by Government-operated shipping services with 
American private-enterprise shipping. 

As we stated in the —_ ription of this proposed legislation in the 
committee print, we believe American private business enterprises 
are entitled to the patronage of the United States Government and 
should be permitted and encouraged to supply the Government’s re- 
quirements to the extent of their capacity and ability, and at fair 
and reasonable charges. They should be free of competition by the 
Government for such purposes where they are fit, willing, and able. 

We take no issue with the operation by the Government of a nucleus 
fleet, to perform such services as are not available by American private- 
enterprise operators, within the requirements of Government. We feel 
that such nucleus fleet, capable of expansion in wartime, and with 
: nucleus operating organization, is in the national interest. We 
believe there is an ample volume of shipping services required by the 
Government of a character not available through private sources to 
fully employ such a nucleus fleet. 

We can also understand that under certain conditions and at cer- 
tain times the Government may require a volume of shipping services 
of a character normally supplied by private enterprise, but tem- 
pewieyily beyond their capacity and ability, and that under such 
circumstances, it is necessary and desirable that the Government- 
owned fleet be augmented, first by the charter of privately owned ves- 
sels, if available, and thereafter by the use of vessels from the reserve 
fleet or otherwise so that nothing shall impair or threaten the national 
security of the United States. 

On the other hand, we feel very strongly that such nucleus fleet, 
augmented by other vessels when found nec essary, as we have just 
stated, should be auxiliary and supplementary to the services to be 
performed for Government by private operators and that when such 
volume of Government transportation requirements recedes, that the 
Government fleet should be reduced as such decrease occurs, and the 
privately owned vessels substituted to the extent available to supply 
the ocean-transportation requirements of the Government. 

The Saentiiel bill is a declaration of policy within this framework. 
It is intended as a guide and direction to all Government agencies as 
to the national policy. It is our belief that a clear announcement of 
this policy will tend to remove any misunderstanding between private 
shipping interests and the Government agencies interested in ocean 
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shipping and by the knowledge that private operators can rely upon 
Government patronage to this extent and within the framework of this 
policy. 

It will provide an incentive for the building and operation of a 
larger, stronger, and more modern merchant marine to carry our com- 
merce in peacetime and to serve as military auxiliaries in the time 
of emergency. It squares with the traditional American private- 
enterprise concept. 

The Military Sea Transportation Service today has a nucleus fleet 
of 262 vessels and craft; 27 of these are bluejacket manned; 133 are 
operating with civil-service crews; and 100 are operated under con- 
tract. In addition, it controls the operation of 271 vessels and craft, of 
which 160 are chartered vessels and 111 are cargo vessels obtained 
from the reserve fleet through the Department of Commerce and the 
National Shipping Authority. We believe there have been times in 
the past when the Military Sea Transportation Service has performed 
certain commercial-type shipping services which are in violation of 
the principles embodied in the policy we advocate. We are making 
no specific charge of such violation at this particular time. We be- 
lieve that a clear pronouncement of policy by the peng in favor 
of private-enterprise shipping to the extent that it can meet Gov- 
ernment requirements will be in the interest of all panties and tend 
to maintain the proper relationship between the nucleus Government 
fleet and the privately operated merchant marine. 

We therefore recommend that a provision to this effect be added 
to section 901 of the Merchant Marine Act of 1936, in the language 
shown in the committee print and in conformity with the bill intro- 
duced by Congressman Shelley, of California. 

We have our ships going out at times, both cargo and passenger 
ships, with space available for passengers and cargo. It is very difli- 
cult to tell the circumstances that lead to it. The point that we are 
making is that if it is clearly understood that private enterprise can 
perform these services and operate the ships, that they are entitled to 
the Government patronage. 

On the matter of cost, we have t ae from Admiral Callaghan 
and from Assistant Secretary of the Navy Koehler that the basis 
on which they make the awards is that they do not make them if the 
Government shipping service can make the service at a less cost. If 
the Government can perform the service for less money than the 
private citizens can perform it themselves, there must be something 
wrong with our private-enterprise concept, and we do not accept that. 
B. War-risk insurance 

Correction of limitations added to appropriation bills. 

We appear in support of this bill, the description of which is 
adequately set forth in the committee ‘print. As as been stated, it 
is manifestly unfair for the Government to collect insurance premiums 
on a self-liquidating and self-sustaining operation and then to limit 
the indemnities to be paid in the event of loss to some amount other 
than the value stated in the policy or recoverable as may be deter- 
mined by the courts. 

The war-risk insurance provisions contained in section 1209 (a) 
of the Merchant Marine Act of 1936 were added by the War Risk 
Insurance Act of the 81st Congress (Public Law 763). This insur- 
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ance is applicable only in times of emergency when private-enterprise 
insurance 1s unavailable or does not have the capacity to meet the heavy 
demands of emergency circumstances. 

In World War II we had such a law. The Government collected 
the premiums which they themselves determined, paid the losses and 
the cost of administration, and had a surplus remaining of more than 
$100 million. In fact, it was $131 million. This is not a Federal-aid 
project in a financial sense. It is self-sustaining and self-liquidating. 
The premiums collected from the shipowners provide the necessary 
funds. 

It is provided in the proposed bill attached to the committee print, 
and in the same language in H. R. 4665, introduced by Congressman 
Allen, of California, that the valuation shall be such amount as the 
Secretary of Commerce shall determine to be fair and reasonable at 
the time of the attachment of the insurance; that the insured shall 
have the right within 60 days after such attachment, or 60 days after 
the determination of such valuation by the Secretary (whichever is 
later) to reject such valuation, but shall continue to pay premiums 
upon the same at the rate set by the Government. In the event of 
the loss of the vessel, if the insured has disagreed as to the valuation, 
he shall be entitled to follow the procedure provided in existing law 
in the case of requisitioning, namely, to be paid 75 percent of such 
valuation determined by the Secretary, and to sue the United States 
in a court of competent jurisdiction for such additional amount as 
would equal just compensation if the vessel had been requisitioned 
under section 902 of the act. Should the court award a different valua- 
tion, the premiums payable by the insured shall be accordingly ad- 
justed. 

In other words, he must bring his premium up to cover the valuation 
for which he is ultimately awarded. 

The necessity for this bill arose out of the fact that riders have been 
attached to appropriation bills declaring that funds so made available 
cannot be used, either in the event of requisitioning or in the event 
of loss while so insured, in an amount greater than “just compensation” 
as determined by the General Accounting Office. The language now 
before the committee would follow closely the procedure in the event 
of the loss of a vessel insured by the Government to that procedure 
provided in the event of requisitioning. It further would restore 
to the courts the right of interpreting laws rather than to make any 
such unusual delegation of. power to the General Accounting Office. 

As the valuation to be determined by the Secretary shall be at the 
time of attachment of the insurance under this policy, and the award 
by the court shall be in accordance with the provisions of section 902 
of the act, there is no complication with respect to any increase in 
valuation due to the causes surrounding the taking. 

We therefore strongly recommend to the committee that H. R. 4665 
be favorably reported. 

C. Uniform period of depreciation and accelerated amortization 

We appear in support of this bill which appears at page 60 of the 
committee print. A uniform period of depreciation for amortiza- 
tion purposes of 20 years for all large ocean-going vessels is equitable 
and would be advantageous. It would be helpful if the shipowner 
could plan at the inception of his investment the period through 
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which it will be amortized. Such a definite program will aid where 
private financing and banking procedures are necessary. 

The Congress has recognized in other sections of the Merchant Ma- 
rine Act of 1936, and it is generally recognized by all maritime na- 
tions, that the normal life of an ocean- going ship is approximately 20 
years. Under existing statutes, the Bureau of Internal Revenue en- 
deavors to match the amortization period to the actual life of indi- 
vidual units—a difficult and uncertain procedure. Orderly planning 
would be facilitated and no damage would result from a provision 
permitting a uniform depreciation period for amortization of all 
large ocean-going vessels as provided in the bill. 

On previous occasions we have brought to your attention the desir- 
ability of accelerated depreciation in the case of deep-water vessels. 
This principle is recognized by nearly all foreign countries in varying 
degrees and in various ways. Some countries have no ceiling upon the 
amount of depreciation a shipowner may take within a given year, 
limited only by the recovery of the acquisition cost. Practically all 
other countries are more liberal in their depreciation policies for vessel 
property than is the case in the United States. Some countries even 
permit depreciation figured upon a replacement base rather than ac- 
quisition cost, which, of course, is a very large benefit to the shipowner 
of that country. 

We have statements here available of the policies in the countries and 
they vary from one to the other country. They are all more favorable. 
If you can take depreciation on replacement value, which is twice or 
three times the value, you are getting two or three times the depre- 
ciation. We are just showing that is what some of the other countries 
are doing. 

The bill we are advocating is very modest. It merely provides that 
the shipowner may have the option in a given year of taking additional 
or accelerated depreciation for amortization purposes not in excess 
of an additional 5 percent. This is desirable in maritime operations 
because of the heavy fluctuations in shipping earnings. It is desirable 
that a shipowner have the opportunity of early amortization when the 
result of his operations will permit, in order to accumulate funds to 
begin at an earlier date the building of new and modern ships. The 
aggregate amount in any one year is ; limited to 10 percent, and the ag- 
gregate of the whole period does not, of course, exceed the cost of 
acquisition. 

It provides also that in the event you take accelerated depreciation 

znd you have a Government mortgage you must pay the amount repre 
sented by such acceleration upon your Government mortgage. 

We therefore suggest the inclusion in title V of the Merchant Ma- 
rine Act of a new section as would be accomplished by the adoption of 
the proposed bill listed at page 60 of the committee print. 


D. Mortgage insurance 


We appear in support of the proposed bill appearing at page 64 of 
the committee print. 

One of the most pressing problems facing the American shipowner 
today is the financing of new construction, replacements and moderni- 
zation of our merchant fleet. 

Because of the great increase in cost of shipbuilding, depreciation 
reserves are woefully inadequate. 
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Because of irregular earnings, investors are not attracted to ship- 
ping securities. 

The new administration is anxious for private financing of ship 
construction programs to relieve budgetary requirements. It is neces- 
sary under these conditions to make shipbuilding financing as at- 
tractive to private banks and financial institutions as possible. 

The present law provides for ship mortgage insurance under section 
1105 of the Merchant Marine Act of 1936. However, the terms are not 
considered attractive to lenders. The proposed bill would provide 
that in the event of default the mortgagee may tender the mortgage and 
collateral to the Government and be entitled to receive the full amount 
of the unpaid balance of principal and interest. The United States 
may thereafter foreclose the mortgage and take such action against 
the collateral as it desires. The plain facts are that financial institu- 
tions are largely unwilling to lend under the terms of existing law. 
They do not wish to go through the foreclosure proceedings or to hold 
title to floating property and the existing law permits the Government, 
as the mortgage insurer, to pay off the mortgagee in Government bonds 
Loans under this form are not considered attractive, and there has 
been almost no use of that provision. 

It can be said that under the terms now proposed, the risk of the 
mortgagee is largely removed and that the banking institution merely 
provides the use of the required funds. Such is largely the case. 
However, as a practical matter, some such provision is necessary to 
attract private capital, and the Government, as the mortgage insurer, 
has substantially the same liability but under somewhat different 
terms. 

The bill before the committee should be amended to bring over to 
the mortgage insurance provision the single mortgage feature already 
existing for certain types of large passenger vessels under section 503 
of the act, and clarify that such mortgage insurance is not confined 
to the Western Hemisphere. There is some ambiguity in the language 
of the existing law. Amendments for this purpose are now sub- 
mitted to the committee. 

At this point I would like to introduce into the record, Mr. Chair- 
man, the proposed amendments to this bill. 

Mr. Weicuet. It will be inserted in the record at this point. 

(Amendments referred appear elsewhere. See contents.) 

Mr. Bartzy. We recommend this bill to the favorable consideration 
of your committee. 

We also ask that the various bills and proposals contained in the 
committee print, and especially the last four thereof, be considered 
separately and on their merit to avoid the bogging down of a consoli- 
dated omnibus bill and perhaps no shipping legislation in this session. 

I am very grateful to the committee for the time and patience they 
have shown this morning. 

Mr. Weicuet. With reference to the matter of insurance, you said 
that after the adjusted insurance value is determined then the owner 
can pay an additional premium. That would be having his cake and 
eating it too. In other words, he can insure it for a smaller amount 
and pay an additional premium after it is lost. 

Mr. Barry. That is not quite the way it works. The way it works 
is that you get a Government insurance and the Government, itself 
fixes the valuation and the Government itself fixes the premium. You 
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may feel that the valuation which the Government fixes is not a correct 

value and you say that you object to that valuation and it stands in 
that status until there is a loss. Now, if and when a loss occurs then 
you have the privilege of accepting 75 percent of this amount under 
which you have objected and suing in the courts for such additional 
amount as would give you full compensation in the same manner as 
if the vessel had been requisitioned. If the court awards you more 
money, then you have to make up the premium for the difference be- 
tween the money which the Government awards you and the amount 
you are ultimately awarded. 

Mr. Weicuer. You say that should be a declaration of policy ¢ 

Mr. Bauer. Declaration of policy. It is a very simple question. 

Mr. Wericue.. Don’t we have that now, that kind of a policy now? 
That is supposed to be the policy for the Government with regard to 
its operations. 

Mr. Batter. We get some debate on that subject. 

Mr. Weicue.. Now this ECA cargo the Government was supposed, 
as a matter of ordinary, common sense to haul in American-flag ships. 
Then it didn’t haul it. The statute says they should haul at least 50 
percent. After we passed the statute they didn’t do it anyway. 

Mr. Battery. There are certain specific rules that require certain 
specific types of American cargoes to be handled in American ships. 

Mr. Weicuet. They do not pay any attention to it. 

Mr. Barer. We will ask the committee. 

Mr. Weicue.t. You mean the committee should persuade the execu- 
tive side of the Government to follow the law ? 

Mr. Battey. They have some of that persuasive influence on the 
Senate side. 

Mr. Wercuev. There is no way of making them do it, just as in the 
past. 

Mr. Batrtey. They eventually did. We had a little difficulty at the 
beginning. We had it with the ECA, but eventually they came 
around, and I am advised that yesterday the Secretary of State testi- 
fied that the Department of State had no interest in the 50-percent 
provision and would be quite happy to see the 50-percent provision of 
the existing law re pe: led. 

Mr. Wertcue.. But they haven’t been doing it. 

Mr. Battery. We are getting 50 percent of the ECA cargo because 
this committee was instrumental in having such a law passed. You 
will remember in testimony of Mr. Hoffman the difficulty we had. 

This is what we say in the proposed bill: 

Waterborne cargo or passengers under the control of the United States Govern- 
ment shall be transported in privately owned and/or operated vessels docu- 
mented under the laws of the United States to the extent of the capacity and 
ability of such vessels to perform the services required and at fair and reason- 
able American rates and charges any shipping services performed by Govern- 
ment-owned or operated vessels shall be auxiliary and supplementary to such 
services as are being or can be supplied by privately owned and operated Ameri- 


ean vessels. Nothing herein contained shall impair or threaten the national 
security of the United States. 


That is the whole declaration. We would like very much to see such 
a declaration made. 

Mr. Toutterson. Did I understand you to say that the Department 
of State has recently indicated they are not interested in this 50- 
percent figure ? 
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Mr. Baixey. I was advised this morning that the Secretary of State, 
Mr. Dulles, testified before the House Foreign Affairs Committee yes- 
terd: Ly that the State Department would be quite content, and I don’t 
know exactly what language he used, but that the State Department 
would be quite content to see a repeal of the 50-percent provision and 
the State Department was not supporting that 50-percent provision. 
We have had difficulty with the State Department and I had hoped 
we would have less than heretofore, but I suppose we will have some 
of it. 

Mr. Totterson. And that sounded like more. 

Mr. Batey. Yes. That is not the attitude of all Government 
departments. We had this difficulty with the State Department more 
than any other one. 

Mr. Suetiey. Looking at page 4, section 8 of your proposal, you 
make some criticisms of the proposal made by the previous witness. 
Isn’t what he proposes comparable to the situation that exists in the 
American merchant marine or did exist prior to the enactment of the 
1936 act, and wasn’t that situation after long investigation by a Senate 
committee appointed to investigate it pointed to as a reason for the 
enactment of the 1936 act, which ‘imposed obligations upon those receiv- 
ing Government subsidy? Would you give us some background of 
the situation that existed ? 

Mr. Bartry. We cannot see anything but a return to that disorgan- 
ized and unsatisfactory condition that existed prior to the 1936 act. 
It has been pointed out that certain foreign competitors are not re- 
quired to run over certain essential trade routes, but also those foreign 
competitors are not subject to their Government aid contracts. They 
are free-lancers, in essence. Unless we are going to have a control 
over this situation so that all the ports of the United States, the Pa- 
cific coast, the Atlantic coast, the South Atlantic, and the Gulf can 
be assured of dependable, regular service, we cannot build up the 
foreign trade and commerce of the United States. It cannot be built 
up in a piecemeal or haphazard way. I have been in this business and 
I have run ships in trades of that character. You may put a service 
on and there must be a realization of continuity, regularity, and de- 
pendability before you can get shippers and producers and buyers in 
foreign countries to develop an exchange of commerce. It is just 
absolutely necessary to it and no other form of irregularity or unde- 
pendability will produce a fair, reasonable, and a good volume of for- 
eign commerce. 

Mr. Suetiey. That is all I have on this point, Mr. Chairman. 

Mr. Auten. Mr. Bailey, could you tell us approximately the load 
factor that is involved in the operations of the subsidized lines; that 
is, approximately what percentage of full capacity is used on an 
average in their operations? 

Mr. Bamry. No, Mr. Allen; I am afraid I cannot. It would be 
my view that it varies greatly from trade to trade, and of course from 
season to season. I suppose you are speaking of a cross-section aver- 
age. Ican ask for such figures, but I have none available. 

Mr. Arten. What I am getting at is whether or not the established 
schedules would be maintained except for the subsidy contract if the 
cargo and the passengers offered were not sufficient to give a good 
occupancy of the vessel. 

Mr. Bamery. They are not. 
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Mr. Aten. Are they maintained under the subsidy contract ? 

Mr. Battery. They are required to be maintained and only under 
very extraordinary circumstances may there be some diminution of 
service, a temporary diminution, but only upon application and the 
change in the subsidy contract and with the approval of the Govern- 
ment agency. 

Mr. Auten. There are, however, are there not, unsubsidized lines 
which maintain schedules rather regularly ? 

Mr. Batmtey. There are some which operate on a scheduled basis. I 
could not testify as to the regularity or the uniform and even flow 
character of their schedules. I just don’t know. They are not re- 
quired to do it, let us put it that way. 

Mr. Auten. Can you give us any interpretation or any informa- 
tion either now or later as to whether there is any greater degree of 
maintenance of schedules on the part of subsidized lines than there 
is on the part of unsubsidized lines, particularly when the percentage 
of use of the vessel is less than full? 

Mr. Baier. I understand what you mean. Let us put it this way, 
the subsidized line is required to maintain a year-around scheduled 
service, as approved by the Government agency. There is no such ob- 
ligation, or any ob ligation imposed on the unsubsidized operators, 
except self-interest. What the record will show as to how far they 
go in maintaining uniform service, I would have to investigate it. I 
will try to get some information and supply it if you like. 

(The information referred to follows :) 


REGULARITY OF SERVICE OFFERED BY SUBSIDIZED STEAMSHIP OPERATORS 


In calendar 1951, the contracts of subsidized operators obligated them to per- 
form a minimum total of 1,168 voyages (maximum 1,479). They actually com- 
pleted 1,320 voyages. Only one company failed to make the minimum number 
of voyages required by its contract. Because of a maritime labor disturbance, 
it failed by one voyage to meet its contract obligation. 

In calendar 1952, the contracts of subsidized operators required them to perform 
a minimum total of 1,311 yoyages (maximum 1,638). They actually completed 
1,352 voyages. One company, because of a maritime labor disturbance, completed 
three less voyages than its contract minimum. For the same cause, a second 
company failed by one to complete the minimum number of voyages required 
under its contract. 

Failure of the operator to make a voyage required under the contract is not 
deemed a breach of operator’s obligation if the cause is an act of God, accident, 
strike, ete. 

Restrictions on voyages covering this period were as follows: 

Fiscal 1951: 263 ships. 
Fiseal 1952: 1,140 voyages (60 for new operators). 
Fiscal 1953: 1,600 voyages (100 for new operators). 

Mr. Auten. I would like to know if that provision is a burden on 
the subsidized lines or just so much print in the contract, with no 
actual influence on the service rendered. 

Mr. Battery. Having run one of those, I can assure you it is an 
obligation on the subsidized operator. I would not have maintained 
the schedule if it had not been in the contract. 

Mr. Auten. Mr. Morgan made some reference to increases in net 
worth. I think the figures were +3 percent increase on the part of the 
unsubsidized lines over a period of years and 632 percent increase on 
the part of the subsidized lines over the same period of time. J have 
yet to understand the reason for that difference in figures and the 
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factors that entered into it. Will you give us any enlightenment or 
any instances of what causes that great difference and also whether 
the increase in either case is out of line with the experience of other 
industries ¢ 

Mr. Batrry. I could not give that to you from memory, now. There 
has been a study made of the increments which went into the increase 
in net worth of the subsidized lines, and they are varied and many. 
It was a wartime operation. There were insurance recoveries. There 
were court awards for just compensation and other important factors 
such as the dividend policy, whether your earnings are paid out in 
dividends or whether you retain them in the business and thereby add 
to the net worth. There are many factors. I think we can get you a 
study upon that and I will be happy to do that. 

(The information referred to appears in the appendix, p. 502. 
Financial analysis of subsidized companies. ) 

Mr. Auten. I think you stated that some of your members wish 
to supplement your statement ? 

Mr. Batxey. Yes, sir. 

Mr. Auten. Am I right in assuming that whatever you have said is 
with regard to material on which all of your membership is agreed 
but that there are additional views upon which they do not agree and 
which each would like to present for himself? 

Mr. Battery. No; I think all they wanted to do was to bring in some 
additional evidence or testimony and make the record more com- 
plete and in more detail than we have done here on such short notice. 

Mr. Aten. Is it true that in instances they do not agree? 

Mr. Battxey. They certainly do not at all times. That certainly is 
true. 

Mr. Wercuet. They all agree about receiving the subsidy, though. 

Mr. Barxy. I beg your pardon? 

Mr. Wercue. I said they all agree about receiving the subsidy. 

Mr. Barzxy. I haven’t heard any complaint on that, Mr. Chairman. 

Mr. Auten. Getting down to the question of collective bargaining, 
there was some testimony that 80 percent of the vessels are nie 
sidized. I am wondering if there is any segment of the industry 
which exercises such a control over the collective bargaining that it 
can determine the policy for the whole 100 percent. 

Mr. Bauer. I do not think you can control collective-bargaining 
negotiations by individual segments; no. 

Mr. Auten. Does the industry have one collective-bargaining 
agency, or the association, or whoever it is? 

Mr. Barry. There were a number of them, and then also there is 
the regional group. 

Mr. Auten. In the regional segment or association, do the subsidized 
nrembers have the control or the unsubsidized, or just what is the sit- 
uation ? 

Mr. Bartey. Well, I think in different regions it would vary. There 
are certain regions where the tonnage in the bargaining agency or bar- 
gaining organization, the unsubsidized may dominate and there may 
be certain others where the subsidized would have a larger amount of 
tonnage involved. But the decisions in those instances are not based 
upon any majority vote. There will be an agreement on the part of the 
shipowners when they go into wage negotiations and you just simply 
cannot do it by a majority vote. There will be a general agreement. 
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Maybe we have differences, but they must be reconciled before you go 
into labor negotiations. 

Mr. Auten. What would be the case if an association were composed 
of 75 percent subsidized members and 25 percent unsubsidized if the 
75 percent wished to accede to a raise greater than the 25 percent, could 
it impose its wishes upcn the 25 percent ¢ 

Mr. Baitey. It couldn’t impose its will. If the circumstances were 
sufficiently serious the minority simply wouldn’t go along. 

Mr. Auten. If the minority failed to go along as a practical matter 
would they have to pay the increase or stop the operation for want of 
a labor supply ? 

Mr. Battey. I would think that once a level of wages is set, every- 
body must pay that level of wages if you expect to ope erate the vessels. 

Mr. Aten. Would that be true if a minority, say 10 percent or 20 
percent, should increase wages, would that necessarily force the other 
50 percent or JU percent to agree, as a prac ‘tical matter ? 

Mr. Battery. Well, it would certainly have a strong influence. I 
could not say definitely and positively that it would, but it would cer- 
tainly have a strong influence. 

Mr. Atten. What you are saying is that less than one-half of the 
operators practically control the situation with regard to all if they 
independently would go along with the wage raise? 

Mr. Baitry. There are so many varying ‘conditions, and nothing is 
more unpredictable than labor negotiations, Mr. Allen. We cannot 
tell in advance what is going to happen. We work from day to day. 
But as a practical matter there must be a meeting of the minds on the 
management side and there cannot be a majority or minority basis. 
It isn’t a case of the one can outvote the other. 

Mr. Auten. What I am driving at is that there may be some differ- 
ence in the economic pressure on a subsidized line and the pressure 
on an unsubsidized line. I concede that you said that has not been your 
experience, but I cannot see the reason why the unsubsidized lines 
would not have a little tougher position w ith its profits than the sub- 
sidized line. What I am trying to get at is whether as a matter of 
practice the divergence of 1 or 2 subsidized lines is actually a control 
on the whole industry. 

Mr. Barter. I don’t know of any case where there has been a break- 
ing away and a setting of a new scale by subsidized lines and requir- 
ing of the others, requiring or forcing other operators to meet that. 
In my experience in meeting with the group, the ones who have been 
just as resistant if not more so have been the subsidized lines and gen- 
erally they are the larger operators and have more at stak. Of course, 
profitwise the operators who do not have the Government aid money 
may have a tougher road and that might depend upon what their com- 
petition is. , 

Likewise, a company in a profitable trade would be less inclined or 
would have less pressure on them than a company in a trade where 
they are having astruggle. It is really the economic struggle the com- 
pany is in. 

Mr. Suetiey. Wouldn’t the same situation exist, say, in mainte- 
nance, the nonsubsidized operators who have to pick up their own 
check out of their earnings might feel that maintenance costs would be 
high as compared with the viewpoint of the subsidized operators? 
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Mr. Baier. True as to all five subsidizable items, Mr. Shelley, The 
labor is pointed up because it is the big factor in 85 percent of the big 
subsidies today, the wage equalization. That is the biggest figure it 
has ever been. It has varied in percentage up to that. 

Mr. Auuen. I asked Mr. Morgan if he aad submit a statement on 
collective-bargaining associations or groups within the industry for 
each of the firms represented by himself and which were represented 
in this association. And I would ask you if you would do the same 
thing. 

Mr. Battery. We would be very happy to. 

(The information referred to follows :) 


COLLECTIVE BARGAINING ORGANIZATIONS FOR NATIONAL FEDERATION OF 
AMERICAN SHIPPING MEMBERS 

(a) The Pacific Maritime Association, 16 California Street, San Francisco, 
bargains collectively for all of our west-coast members. 

(>) The Committee for Companies and Agents, Atlantic and Gulf Coasts, 11 

sroadway, New York City, bargains collectively with the National Maritime 
Union, American Radio Association, National Marine Engineers’ Beneficial As- 
sociation, the National Organization of Masters, Mates and Pilots for all of our 
Atlantic- and gulf-coast members. 

Mr. Auten. I think you have compiled i in your statement the defi- 
ciency of the merchant marine in 1934 compared with the present situ- 
ation, and attributed it to some extent to the 1936 act. Does it imply 
that you believe that the merchant fleet is now well balanced and 
rounded and sufficient, or is there some further development required ¢ 

Mr. Battery. That is merely progress in the direction of that, Mr. 
Allen. 

Mr. Auten. Do you have any statement that you mean to give as to 
the status which it should arrive at and the changes, if any, needed to 
bring that about? 

Mr. Bautzy. No; our feeling is that the law contemplates we shall 
have a merchant marine sufficiently large and modern under ordinary 
competitive conditions to carry 50 percent of our export and import 
trade. Normally it fluctuates. Today it is down and it may be up 
tomorrow, but we are about 50 percent on the average, carrying 50 
percent of the cargo, so that you would have to have your merchant 
marine about 50 percent larger than you have today in the foreign 
trade to carry our exports and imports, so far as the defense elements 
are concerned. 

Senator Potter wrote to the Government agency and asked them 
what they deemed to be the necessary national defense fleet. Of course 
we do not think it is possible for anybody to more than make a projec- 
tion, but if you are going to determine what you will need in the way 
of a national defense fleet, you must first know who is going to be 
your enemy, and when you must know who is going to be your ally, 
and then you must know where your action will take place and the 
length of the supply line and something about the destructive quality 
of the weapons available at the time this occurs. 

There are so many almost impossible factors in there that you could 
only give a projection, but embraced within it will be the indeter- 
minate factors that will make it unreliable if you attempt to state that 
so many ships will be needed. We envision that in the event of an 
emergency the American privately owned fleet in operation and in 
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being will be thrown into the breach. They will in effect hold the line 
with 15 million tons of it. Immediately the Government will begin 
breaking out ships which are laid up in the fleet and build up the fleet 
and in the third operation there will be the building program. 

I heard President Eisenhower say in California that at the time of 
military necessity that he believed there never was and never would be 
enough military ships. We cannot hope to meet all the requirements 
at once. We must meet them progressively. 

Mr. Aten. In generalities that is a pretty good statement, but as 
to the category of ships or what do we do next have you got any 
program ? 

Mr. Battey. No; we only have some small measures and these will 
bring only small measures toward that goal. I think later we will 
have to come in with something more comprehensive and something 
which will give us the capital to rebuild the ships. Today obsolescence 
is a real problem and financing seems to be the reason why. 

I was interested to see that Great Britain has given as an incentive 
the retaining of earnings, and the effect of it was that 50-percent tax 
reduction in the earnings to retain in your business to replace your 
equipment, put it in ships or whatever you can. Some way, somehow, 
we must find a means to make the capital more readily available to 
start a program to overcome obsolescence and build in an orderly 
fashion the replacement fleet which we so badly need. 

Mr. Wercuet. Mr. Robeson, do you have any questions ? 

Mr. Rozrson. No questions. 

Mr. Weicnuer. Mrs. Sullivan, any questions? 

Mrs. SuLiiIvan. No questions. 

Mr. Weicuet. With reference to the Merchant Marine Act of 1936 
and the things that you talk about that should and should not be, that 
is a matter of the administrative side of the Government to determine, 
not this committee. They decide how many of this kind of ship and 
how many of that kind are needed and how many are needed for 
defense. That isa part.of the administration of the law by the agency 
that is designated to carry out the law passed by Congress. 

The other phase of it is that the agency determines as policy within 
the limits of their appropriations. That is not within the control of 
this committee. All we can do is to make the general law. That may 
be simplification, but that is exactly what it amounts to. 

Mr. Batixy. Senator Potter asked the Defense Department and the 
Department of Commerce how large a merchant marine they believed 
was necessary to carry on the commerce of the United States in a 
proper manner, and how large a fleet was necessary for the national 
defense. 

Mr. Weicue.. That becomes a matter of administration under the 
law. 

Mr. Banxy. That is a target. 

Mr. Weicue.. Yes, under existing law, not a change of the law, it 
is in the control of the executive side of the Government for that 
agency to make the determination. 

Mr. Batter. Yes, sir. 

Mr. Wercuext. And you cannot pass laws saying that there will be 
so many of this and so many of that. The tax matter is with the Ap- 
propriations Committee and what the Congress votes to carry out the 
policy as to what is needed and what money should go into it. 
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Mr. Batter. Yes. By experience we found that the industry must 
come forward and suggest the steps by which we can accomplish these 
objectives. 

Mr. Wetcuev. That is in the executive part of it. 

Mr. Bartxy. The executive will set a target and we hope to come 
and suggest to you some ways and means whereby we may accomplish 
the things they say are necessary objectives and then of course we have 
got to get the Appropriations Committee to make the money available. 

Mr. Weicuet. It is like the present, existing law. There is the law. 
Now, the matter of carrying it out and who is responsible for carrying 
it out and how to carry it out and whether there are abuses, that is in 
the administrative end of it. 

Mr. Batiey. If we have a law we can go down and say “This is what 
Congress intended you to do.” And you will find they are very ame- 
nable to an argument of that character. 

Mr. Wercuet. I have been around here for a little while and Con- 
gress has been turning out laws for a long period, but I don’t know 
how effective they are. 

Mr. Ray. You made a statement about 50 percent. What was the 
case in the last few years? 

Mr. Battry. We went up when there was a jump in international 
trade after 1945, Mr. Ray, and when the Marshall plan was in opera- 
tion in full force there was a large volume of international trade inov- 
ing and the world had not replaced or rebuilt its international fleet so 
that the tonnage carried by the American ships was large. It went 
up to almost 60 percent. There was almost a backlog of commerce 
waiting for ships. Today we are down to about 30 percent, the Ameri- 
can ships today. 

Mr. Ray. It is going downward. 

Mr. Battry. We are trending downward; yes. 

Mr. Ray. Thank you. That is all I have on that point, Mr. 
Chairman. 

Mr. Weicue.. With reference to the subsidized lines I would like 
to have the statement in here so that they can testify. 

Mr. Batzey. I will tell them, sir. 

Mr. Weicue.. The meeting will stand adjourned until 10 o’clock 
next Wednesday, May 13, in this same room. 

(Whereupon, at 12:27 p. m., the hearing was adjourned to recon- 
vene at 10 a. m., Wednesday, May 13, 1953. 








PROPOSED AMENDMENTS TO THE 1936 MERCHANT 
MARINE ACT 


WEDNESDAY, MAY 13, 1953 


Unrrep States House or RePResenTATIVES, 
CoMMITTEE ON MrercHANT MARINE AND FISHERIES, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
219, Old House Office Building, Hon. Alvin F. Weichel, chairman 
of the committee, presiding. 

Mr. Weicue.. The committee will please come to order. 

The first witness we will have this morning is Mr. Marvin J. Coles. 
This hearing is in connection with amendments to the 1936 act so that 
so-called tramp steamers might have the same opportunity for subsidy 
as the so-called subsidized lines. That is the essence of the amend- 
ment which is in the committee print. You may proceed, Mr. Coles. 


STATEMENT OF MARVIN J. COLES, ATTORNEY, REPRESENTING 
THE AMERICAN TRAMP SHIPOWNERS ASSOCIATION, INC. 


Mr. Corzs. Mr. Chairman, for the purposes of the record may I say 
that my name is Marvin J. Coles and I am an attorney. I appear on 
behalf of the American Tramp Shipowners Association, Inc., which 
is an organization composed of companies owning vessels under the 
American flag which operate in the so-called tramp shipping trades. 
This association is also known as the committee for the promotion of 
tramp shipping. This organization is composed of small companies 
owning one or more tramp ships. I appear today in their behalf to 
urge that existing legislation authorizing the payment of operating 
differential subsidies to America flag liner type vessels operated in 
liner trades be amended so as to include in its coverage the granting 
of the operating differential subsidies to America flag tramp operators 
and tramp ships. 

At the outset, let me define what is meant by tramp shipping and 
then go on to explain briefly why American flag tramp ships are not 
included under the existing legislation authorizing subsidy benefits 
to American shipping, and by that I mean the Merchant Marine Act 
of 1936. 

There are two principal types of shipping operations which exist in 
foreign trades; ships in the first class are generally referred to as 
“liners,” while those in the second category are generally called 
“tramps.” Many people may see a freight ship plying the oceans and 
they automatically say that it isa tramp. However, it might be a liner 
as wellasatramp. The principal feature that distinguishes the liner 
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from the tramp is the question of regularity of service and regularity 
of route. A liner is any vessel, either freight, passenger, or combina- 
tion that operates over a fixed route on a regular schedule of sailings. 
On the other hand, a tramp is a vessel which has no fixed route and no 
regularly scheduled time of sailing, but which carries cargoes from 
wherever they may be offered to wherever they are destined, For ex- 
ample, a liner may ply between New York and London, England, or 
the Gulf of Mexico ports or South America or San Francisco or the 
Far East, and they go on regular schedules on those routes. The tramp 
ship, as I said, goes practically anywhere. In other words, it is a 
gypsy of the sea. It doesn’t go on specified routes, but goes anywhere. 

There is another general distinction which I think should be made 
at the outset between the liners and the tramp ships, and that is that 
the tramp ships carry freight. A liner may carry everything from 
an automobile to a box of corn flakes. A tramp ship generally will 
only carry bulk cargo. It will carry commodities, take a full ship- 
load. 

I think if I may make an analogy, we are all familiar with the trucks 
in the cities and out on the highways, and we have seen these large 
moving vans in which all sorts of general cargo are moved. We also 
know when you want a load of coal for our houses, there is a coal truck 
which carries nothing but coal and dumps the coal into your scuttle. 
The tramp ship is equivalent to the coal truck, and the liner is equiva- 
lent to the general freight van. There is one advantage of the tram 
ship. It is the cheapest form of water transportation known for bulk 
type commodities. I think the nature of the traffic can be best under- 
stood by briefly going over what the cargoes are. The principal tramp 
cargoes would be grain, coal, sugar, ores, nitrate, fertilizer and other 


cargoes in bulk. You will note that these cargoes are all bulk in 
nature, heavy in relation to value, and generally shipped in large 


volume. 

There is one additional definition I think should be pointed out to 
the committee and that is that the liner is a fixed rate schedule opera- 
tion, and those rates are, generally speaking, fixed by a conference 
which has formed an agreement between the American lines and com- 
peting foreign lines and as many lines on the route as joined the con- 
ference under the Shipping Act of 1916 and they can set fixed rates 
for fixed commodities. The tramps do not have that. They have no 
legal authority to enter into conferences. 

The tramp rates are set by an auction system. In other words, the 
rates vary from day to day, from week to week and oddly enough, from 
moment to moment. It is the last remaining vestige that I know of 
of the old law of supply and demand in our economic system. If there 
is a cargo to go from the port of Norfolk to the United Kingdom and 
there are 3 ships that can carry it, 1 ship will offer to carry it at 
$11 a ton and a second may bid $10 a ton and a third $9.50 a ton and 
then it may come back down to $9 a ton and in that auction the rate 
is fixed. 

When the 1936 act was enacted there were no American-flag tramp 
ships, and I will get into why ina moment. There was no American- 
flag tramp fleet. The only reference I know to tramps is a statement 
made, I believe, by a report to the committee saying that there is no 
American-flag tramp shipping and apparently the capital is not inter- 
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ested in being invested in setting up an American-flag tramp fleet. 
Therefore, the Merchant Marine Act of 1936 provided that an operat- 
ing differential subsidy could be given to vessels on a service route or 
line. That has been interpreted to mean that only vessels which go 
on a particular line or route can get operating subsidies. That means 
that inasmuch as the tramps do not move on any route or line regu- 
larly scheduled, they are not eligible under the existing law for sub- 
sidy. For practical purposes, the same thing was true for getting 
a construction subsidy. However, last year, and some of the members 
of the committee will remember the long-range bill for construction 
subsidy knocked out that requirement that it be on a route or line and 
what we are here advocating is that the present requirements in the 
1936 act limiting it to a route or line be eliminated so that tramp ves- 
sels be eligible for construction subsidies. 

There are over 800 vessels under the American flag, of which 271 
receive operating differential subsidies. There are approximately a 
little under 550 which do not. Let me take a figure which I think 1s 
approximately correct, and say that about 175 of these vessels in the 
coastwise trade where they are protected against competition by for- 
eign vessels could not come under the subsidy. Let us estimate that 
there are 175 American ships which are on lines or routes. They are 
eligible for subsidy. They could apply for subsidy and if they could 
satisfy the Maritime Board of their right to the subsidy and the need 
for it, they could get it. That leaves about 175 tramp-type vessels un- 
der the American flag which cannot apply for a subsidy at this time. 

It seems to me that the survival of the tramp fleet under the Ameri- 
can flag is essential. We need that merchant marine. 

Now to get back to my analogy on that coal truck, the coal truck 
may be a rather unglamorous piece of equipment as compared with 
the beautiful trailers that go over the road, but in every community 
you need the coal truck as well as the vans. It is awfully difficult to 
move coal over the roads ina van. It is the same way in an American 
fleet. We need a carrier of freight. We need the tramp bulk car- 
riers as well as we need our line shippers. And by that let me add 
that these tramp ships are acting as a reservoir to which the line com- 
panies can go to charter vessels which they may need over and above 
their own fleet. 

The purpose of the Government subsidy aid, as I understand it, is 
to keep an American fleet on the seas and the reason we need an 
American fleet is twofold; the first is for national defense purposes, 
and secondly they serve our peacetime commerce. From the national 
defense point of .view I think it is self-evident that no matter how 
great war potential is, how great our manufacturing capacity is, how 
excellently trained are our soldiers, we have got to have the means 
of carrying our men and equipment to the parts of the world where 
the war is fought. The shortage of shipping was horribly demon- 
strated during World War IT. The value of this bulk carrier—and 
I might add the Liberty ship is the typical tramp ship, and I suppose 
95 percent of our tramps today are Liberty ships, and that is so well 
demonstrated that I do not think I have to belabor that point any 
further. We need these bulk carriers in wartime even more than we 
do in peacetime. 
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I think it was also shown in the last war that we must rely on our 
own ships. Our allies will help us and they have helped us, but I 
understand that we gave 15 tons of shipping to our alles for every 
one ton which we received from them during World War II. Either 
for a war or for a national emergency we need a tramp-type ship. 

We need the seamen who man these ships and we also need the tram 
organization which can operate these ships. I might add parentheti- 
cally that the Korean emergency has shown the value of these tramp 
ships. I believe there are over 80 of them now under charter to the 
Military Sea Transportation Service operated by these small tramp 
companies. Moreover, the small tr: ‘mp companies are operating as 
general agents for the Government under MSTS on a fairly broad 
scale. 

In order to keep these tramp ships in being, in operation under the 
American flag, a subsidy is essential. And in order to accomplish 
our maritime objectives in peacetime of serving our commerce and 
serving it 50 percent with American ships, we must also have these 
tramps. 

Let me point out this i in relation to our peacetime commerce. In 
the last normal peacetime years of 1937 and 1938, approximately one- 
third of the total export and import tonnage of the United States 
went on tramp-type vessels. In 1937 there was 29 percent of our 
total export and import tonnage went on American-flag lines. In 
1938 there was 25 percent which went on American-flag lines. You 
will please note that a larger volume of tonnage went on tramps in 
these prewar years than on the liner types. However, there were 
no American-flag tramp ships in those prewar years and as a practical 
matter almost every ton of this tramp cargo moved on foreign-flag 
tramps. In other words, we abdicated one-third of our export and 
import tonnage to foreign-flag vessels because we did not have any 
tramp-type vessels ourselves. We gave up more than our liner ships 
had. 

Since World War II an American-flag tramp fleet has come into 
being, and in 1948 we were able to carry in American ships over 53 
percent of our total export and import tonnage. Why? Because the 
tramp ships in 1948 carried 28 percent and the liners carried 25 percent 
of our cargo. 

In 1952 the carriage by American-flag tramps fell down precipi- 
tously and as a result we were left with subst antially less than 50 
percent of our commerce in American ships. It is evident that if we 
have the American-flag tramps we can carry our 50 percent and only 
with an American-flag tramp fleet can we have a balanced American 
merchant marine. 

That leads to the question of why was there no American tramp 
fleet prior to World War II. The basic answer is simple. Our cost 
of operation was so high that we could not compete with the foreign- 
flag tramps. That is true today. Today our costs are so high that 
we cannot compete with the foreign-flag tramps. The American-flag 
tramp, since the war, has been kept in business by thé two, programs, 
one the ECA program, now the MSA, which gave 50 percent of the 
cargo to American vessels; and in recent months by the MSTS pro- 
gram which has taken off a large number of American-flag vessels. 
That program is largely at an end, the ECA or MSA program, so far 
as shipments are concerned. The result is that the American-flag 
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tramp ships are not competitive and we cannot compete with the for- 
eign-flag tramps. 

‘From a practical view point and from the facts brought out by the 
Maritime Oommiesion we know that the cost of oper rating a Liberty 
ship under the British flag—and again may I interject that the 
Liberty ship is a typical tramp ship of America and to a large extent 
of the world—the cost of operating the Liberty ship under the British 
flag and several other foreign countries was only about 50 percent of 
the cost of operating the identical ship in identical service in the 
American-flag operations. In the last several years since that study 
was made the cost of operating American ships has gone up ap- 
preciably. The development of foreign-flag ships has brought down 
the comparative cost of operation of ‘foreign ships. So that we can 
say quite safely that the cost of operation in the foreign-flag fleets 
is less than 50 percent of the cost of operating an American-flag tramp 
ship in the identical service with the identical cargoes. Now that 
means that the foreigners in this auction system take cargo at rates at 
which Americans would rapidly go broke. As I said previously, 
and I am trying to hit some highlights here, we have been kept on the 
seas largely by “the 50—50 clause. WwW ith that out the window now in 
large measure, it leads to a normal competitive market in the world 
and you can see that the cost diterentia! will drive us off the seas. 

Right after the war there were approximately 1,000 American-flag 
vessels engaged in the tramp trades, most of them Government owned 
under charter or general agency operation. There were over 40.000 
seamen employed on those “ships. The foreign fleets were in a bad 
state of disrepair because of the war damage. We carried a lot in 
American ships. Within a period of 2 years we dropped down to 
approximately 100 ships at that time. As the fleets came back they 
drove us off the seas. We need a fleet in being. If it can be kept 
in being it will be a valuable asset to the Government. The only way 
it can be kept in being is by a subsidy which will equalize the costs 
with the foreign competitors on exactly the same basis as the Ameri- 
can-flag liners have today. 

As I said previously in summary, the reason for the subsidy is be- 
cause we need a merchant marine, we need a balanced merchant 
marine. To get a balanced merchant marine we need a subsidy. We 
urge that this present legislation covering the granting of operating 
subsidies to the liners be amended so as to include the tramps and 
thus afford them the opportunity to obtain the necessary operating as- 
sistance. We think if we do that we will keep this tramp fleet in 
operation. If we do not, it is inevitable that in the very near future it 
will go off the seas. If it goes off the seas query whether it can ever be 
built up again. If it ever goes off the seas, query whether in the event 
of another national emergency we won’t be faced with a bill of over 
$21 billion to build up an American merchant fleet. 

I would like to add two things; and one is that this subsidy to the 
American flag tramp fleet will have no adverse effect on the American 
flag liners. My reason for saying that is that certain cargoes are going 
to move in tramp vessels and the reason for that is that it is so much 
cheaper for these bulk cargoes to move in tramps. If there are no 
American flag tramps they are going to move in the foreign flag 
tramps, so that this pestle will be taken away from the American 
liners in any event. And I say that if we are given an operating sub- 
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sidy for these tramp vessels and if so controlled it will not adversely 
or unfairly or unwisely compete with the American flag liners. We 
do not want to do anything which will in any way tear down what has 
been so laboriously built up over the past several years, but we feel 
that the American flag tramp fleet cannot have any adverse effect on 
the American flag liners because the cargo would, in any event, go on 
foreign flag tramps. 

The bill itself is a very simple one. The first section, and this is 
for all practical purposes, the bill provides that six sections of the 
existing act be amended by inserting one small phrase, and that is as 
I previously stated where the subsidy today is limited to vessels on 
a service route or line. We would have that amended so that the 
subsidy would be granted to vessels in a service, including tramp 
service, route or line. 

The second section provides the method of computing the operating 
differential subsidy for vessels engaged in tramp-type service. It ison 
the same theory as for the lines today. For instance, if you have an 
American flag liner on a berth and you have 2 or 3 foreign lines, you 
determine what the cost of operation is on the foreign lines and 
what the cost of operation is on the American lines and the differen- 
tial is that difference. In tramps you do not have any particular line 
or route because they are competing with the foreign flag tramps all 
over. They are in a world market. The exact same thing would be 
accomplished by taking a weight average. For instance, f there are 
100 British tramps and 50 Norwegian tramps in a world market 
competing with us, the British scale would be double that of the 
Norwegian. It is the same system as the liners today, but adapted to 
meet the particular needs that the American tramps have. 

Section 3 is merely a verbiage change to get away from the liner or 
route concept. 

Section 4 would limit the subsidy to 200 American flag tramps, and 
further provides that the Maritime Board in granting subsidies will 
consider the competitive effect on American flag lines. In other words 
it will be a protection to protect the American flag liners. That section 
specifically states that the present law promulgates such rules and 
regulations as are necessary so that tramp vessels will not operate to 
the detriment of other American vessels engaged in the liner service. 

The last section of the bill defines again tramp shipping service. 
It is designed to include operations of dry-cargo vessels on irregular 
or unscheduled sailings, listing on any one sailing not more than one 
type of cargo in bulk consigned to not more than one consignee. 

In conclusion, gentlemen, may I say that we feel again that the 
tramp fleet is necessary for the national safety and welfare; that it 
is necessary that we insure the survival of this fleet; that this can only 
be done by subsidy and that the fleet must soon, because of cost con- 
ditions, go off the seas without subsidy. Therefore, we urge upon 
you the enactment of this amending legislation. Thank you. 

Mr. Weicue.. Your proposal then amounts to this: that at the 
present time so-called subsidized lines on liner routes are‘ eligible for 
subsidy, and any other operator that has a regular route is also eligible. 
There is no provision for the so-called tramp steamers which do not 
operate on a regular route or line, is that right? 

Mr. Cotes. That is precisely right, Mr. Weichel. 
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Mr. Wetcuen. And at the present time anybody except tramp 
steamers can make an application for a subsidy to go on any of the 
present designated routes? 

Mr. Cotxs. That is my understanding, sir. 

Mr. Weicuet. The amendment provides that tramp steamers which 
are limited to bulk carriers and limited to not more than 200 in num- 
ber have the opportunity of making an application for a subsidy to 
the Maritime Board, and the Maritime Board would have the same 
discretion and authority as they presently do now to determine wheth- 
er it is an essential bulk operation. And, if they determine it to be 
such, they may grant a subsidy based on the difference of the cost of 
operations. 

Mr. Cores. That is a perfect summary; yes, sir. cam 

Mr. Wercnet. The matter of granting it would be solely within 
the discretion of the Maritime Board, just as it is now in connection 
with the essential routes ? 

Mr. Cotes. Precisely, sir. 

Mr. Weicuet. So, with reference to the preservation of the so-called 
tramp-steamer group, it would be a matter of judgment of the Mari- 
time Board as to granting any subsidy; no compulsion. In other 
words, if they ceased to make the designation, they may grant it if in 
their judgment it should be granted; and, if in their judgment they 
feel that it does not seem to be desirable, they can deny; is that right ? 

Mr. Cotes. That is my understanding, sir. 

Mr. Wercnet. With reference to the law as it now exists in con- 
nection with the application for a subsidized route and operating sub- 
sidy, do you understand that there is any appeal from the decision of 


the present Maritime Board? Is that final or is there a right to go 
into court? 
Mr. Corzs. I understand that there is Rey pending a case in 


the courts in which the American President Lines, a subsidized op- 
erator, is appealing—in effect, I imagine it is an injunction suit— 
against the decision of the Board which would grant a subsidy to a 
competing carrier on their routes. That, to my knowledge, is the 
only legal review which has been made so far. 

Mr. Weicuex. There is nothing in the statute about a review, as I 
understand it. 

Mr. Corrs. Not to my knowledge. 

Mr. Wetcnert. With reference to the statute as to granting a sub- 
sidy that is final ? 

Mr. Corrs. So far as I know, yes. May I make one possible caveat 
there, and that is that I would imagine that the Secretary of Com- 
merce would have the power to review the action of the board. 

Mr. Wercnet. I mean with reference to the statute. In other words, 
if an application is made and after hearing it is denied, that is final 
so far as the statute is concerned. 

Mr. Cotes. So far as I know, yes. 

Mr. Wercuet. Mr. Tollefson ? 

Mr. Torterson. As I understand it from your statement, prior to 
World War IT there were no tramp ships whatsoever under American 
flags. 

Mr. Corrs. Yes, sir. There were I think 2 percent of our tramp 
commerce in one of those years which was moved in American-flag 
vessels, but I understand those were liner ships which came off route 





128 AMEND 1936 MERCHANT MARINE ACT 


for a particular movement. I understand we have had no American 
tramp freight vessels, no American tramp fleets, since just after World 
War I, when we had one briefly and then it disappeared. I further 
understand that back in the clipper-ship days we were the largest 
tramp carriers in the world. 

Mr. Touierson. All our cargoes, both import and export, were 
carried in foreign-flag ships. 

Mr. Corxs. Precisely. 

Mr. Totirrson. And shortly after World War II, I think you said 
there were 1,000 tramp ships under American flag ? 

Mr. Cores. Those were not privately owned. In other words, after 
World War IT, with the foreign fleets off the seas, a great number of 
American vessels were operated where they were owned by the Gov- 
ernment and chartered to private operators or operated by the Gov- 
ernment in Government contract under the general-agency agree- 
ments, and the large bulk of those 1,000 ships were Government-owned 
ships. 

Mr. Totierson. Were any of them privately owned ? 

Mr. Corzs. The Ship Sales Act was in 1946, and I know the end of 
1947 and beginning 1948 the American-flag fleet took form and com- 
panies began buying American-flag Liberty ships for the tramp trade. 

Mr. TotieFrson. And now, since the war, the number of American- 
flag tramp ships has decreased to some 175? 

Mr. Cours. Yes; and, as a matter of fact, of that 175, not all are 
truly engaged in the tramp trades. In other words, some Liberty 
ships are partial tramps and partially used in the liner service, but 
the number operating in the tramp service today would be a maximum 
of 175 or less. 

Mr. Totuierson. The bill which you referred to places a limitation 
of 200 ships, of which the Maritime Administration or the Federal 
Maritime Board could make eligible for operation subsidy only that 
number, 200. 

Mr. Coxzs. Yes, sir. 

Mr. Totterson. The basis for your proposal is the national-defense 
program of the United States? 

Mr. Cots. Yes, sir. 

Mr. Totierson. Is that 200 figure a figure picked out of the air, or 
is there some basis for it? 

Mr. Corrs. There is this basis for it. We have discussed it with 
Maritime people and a great many others who are interested and have 
knowledge of the requirements of the Nation’s tramp ship service, and 
that figure seems to be a constantly recurring one. A most recent time 
that I can recall hearing or seeing it is I believe it was in the report 
recently made by Maritime on the overall constitution of the merchant 
marine with reference to tax benefits where they came in with the 
figure of 200. It seems to be a generally accepted figure as to what we 
would need as a nucleus expansion in time of war, and certainly what 
we would need in tramp commerce in time of peace. 

Mr. Totterson. The 175 ships that are presently operating carry 
a great deal of foreign aid material, do they not? 

Mr. Cotes. Yes, sir, and I think up to the last year that was the 
major part of their work. Business Genie very bad for American 
tramps about a year ago. Again, if you will bear with my chronology, 
about 40 of them were in layup for lack of employment, and then 
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about 6 months the requirements of the Military Sea Transportation 
Service were such that they began pulling out into their service Ameri- 
can-flag tramps, and one-half of the American-fl: ag tramps are em- 
ployed “today. 

Mr. Toutrrson. If the foreign-aid program is terminated within 
the reasonably near future and the Korean conflict is terminated, what 

cargo would the tramp ships carry then 4 

Mr. Cotes. My guess would be, and I am relying on conversation 
with people who are transshipping men, none, because we cannot com- 
pete in the foreign market. The MSTS gives first preference to Ameri- 
can ships. In the ECA 50 percent of the cargo was reserved to Ameri- 
can ships, so that the foreigners could not compete with us so that 
if we do not get into a foreign market of direct aid the American flag 
will be gone in no time. 

Mr. Touterson. You feel that situation would be bad from the stand- 
point of national defense ? 

Mr. Cotes. Completely, sir. It is not only that you would not have 
any ships. You theoretically would have them because they would be 
in layup, but you would not have your operating organization, and 
your operating organizations are very, very valu: able, particularly if 
we get into a war in the next few years. 

In World War No. II, my understanding is that we were putting 
out about five new ships a day at the peak : so that what we had was 
that the existing organization merely had to expand day by day to 
take on five ships. I mean by that all the existing organization that 
could manage ships. Now we have got nigh on to 2,000 ships which 
would be made available that are laid up, “that could be made avail- 
able in the event of war. The organization must be geared to take 
over these vessels as soon as they come out. If you knock out your 
tramp operating organizations, you would have a devil of a time get- 
ting the organizations to run them. 

Mr. Totzierson. Going back to the other statement you made with 
respect to what would happen if the Korean war were terminated and 
our foreign aid program were brought to an end, you say there would 
be no cargo available. In other words, you do not mean there would 
not be any cargo? 

Mr. Cotes. Oh, no. There would be a very large volume in peace- 
time. The point is that who carries that cargo is the one who will 
carry it the cheapest. And foreigners would of course be the cheapest 
carriers. 

Mr. Totterson. Would there be enough American cargo in shipping 
export and imports, would there be enough American cargo to kee 
occupied 200 American ships ? 

Mr. Cores. I am told there would be more than enough. 

Mr. Totterson. What percentage of that cargo would those 200 
ships carry ¢ 

Mr. Cortes. I am afraid I cannot answer that. 

Mr. Totzierson. I was interested in one comment made about that 
$21 billions’ worth of our World War II shipping program. 

Mr. Coxzs, Yes, sir. 

Mr. TorieFson. Where is that figure from? 

Mr. Corrs. I am sure you will find that figure in a great many of 
the committee reports, if memory serves me. I believe that is the 
generally ansepted! figure. 
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Mr. Totuerson. I think you are correct. I have heard it before in 
this committee room. 

Mr. Cougs. Yes. 

4 Mr. Totierson. That does not include the cost of naval vessels, 
oes it ? 

Mr. Corrs. My understanding is that it is purely merchant. 

Mr. Totierson. That is all. 

Mr. Weicuet. I think that $21 billion figure was the cost of build- 
ing and operation with reference to war shipping and with reference 
to construction. 

Mr. To.t_erson. There was one more question. Where could we get 
the figure? Could we get it from the Maritime Administration ? 

Mr. Cores. Oh, 1am sure they would have it. 

Mr. Weicuet. Mr. Hart? Mr. Bonner? 

Mr. Bonner. Your associates bought these vessels at about $540,000 ? 

Mr. Cores. The Liberty ships were sold at that price. 

Mr. Bonner. You had your lush period to operate in. I presume it 
entirely paid for the ships by now. 

Mr. Cotes. That would be difficult tosay. I think those who bought 
them back in the early days would, I would estimate, have paid for 
them, but you must remember that the major segments were bought 
in January of 1951, just before the end of the Ship Sales Act. 

Mr. Bonner. That is the question I wanted you to answer just that 
way. In other words, you waited as long as you could before you 
invested money. You took them out on charter. 

Mr. Cores. No, sir. 

Mr. Bonner. According to your own statement, the tail end of the 
Ship Sales Act was when the purchases took place, the bulk of them. 

Mr. Coxrxs. Yes, sir, and the reason for that was that the business 
was good at that time. 

Mr. Bonner. Business was good prior to that time. 

Mr. Cotes. No, sir. 

Mr. Bonner. Let us go by your own statement. You said there were 
no foreign tramp ships, and of course we all knew that. You knew 
it at the time and you knew that we gave preference to Americans to 
have the first claims, we might say, on this great fleet we had con- 
structed, and it was debated around how to get them to buy them to 
put them under American flags, so that answers my question. 

Mr. Cores. May I elaborate a bit, Mr. Bonner, because I think 
that there ought to be something brought out on that. The business 
right after the war, in which the large volume of vessels came out, 
was done under charter and general agency. The charter would be 
a profit to private companies. The general agency received only a 
small fee. Some people bought the vessels back in 1947 and 1948 and 
then between that period and June of 1950 the price of these vessels 
fell off appreciably because there was no business for the vessels. 
Last year ships were sold for as little as $350,000 in the open market. 
And when the Korean war came, business picked up again. Some 
people had bought ships for as low as $335,000, but when the Korean 
war came the price of these vessels went up. But the fact that. you 
could buy them from the Government for $540,000 set a ceiling. Then 
toward the end of the Ship Sales Act, business was good and people 
came in and bought those ships, 
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Mr. Bonner. And many advocated the reopening of the Ship Sales 
Act. 

Mr. Coxgs. That, I could not say. 

Mr. Bonner. They attempted it. 

Mr. Corxs. The price of Liberty ships immediately thereafter went 
up substantially above the Government price, but then it fell again 
and today I would be estimating the ee of a Liberty ship at about 
$475,000, but I do not think you would have very many buyers. 

Mr. Bonner. Had these vessels all been contracted for or sold, they 
would have been under the recapture benefits to the Government. 

Mr. Corrs. As I understand it, the recapture benefit to the Gov- 
ernment 

Mr. Bonner. You understand what I am asking? 

Mr. Corrs. Oh, yes, sir. I would assume—I have to make an 
assumption as to how good business has been. 

Mr. Bonner. According to your own testimony and all the members 
of this committee were party to it, we saw to it and through legisla- 
tion in the Appropriations Act that American-flag-type vessels would 
get 50 percent of the cargo. 

Mr. Cores, That is right. 

Mr. Bonner. Which made a very handsome business. 

Mr. Coes. Not always, sir. In the period before the Korean war 
the American flag tramp operator was losing his shirt. Up to 6 
months ago, I don’t think there was one single American-flag tramp 
who had made a nickel in the voyages. 

The rates were down to $1,275 a day and the cost was $1,150 a day, 
not including depreciation or interest or a penny of profit. This is 
an up-and-down business and you go up and down, and the downs 
have been almost as great at times as the ups, possibly greater. 

You must realize that we sold the Liberty ships to the foreigners 
at exactly the same price that we sold them to the Americans and 
there are still over 1,000 in lay-up so that the foreigners could have 
the same price at the same time, and I think they bought substantially 
aoe in number than the American-flag operators did, of Liberty 
ships. 

Mr. Bonner. So you felt that those who bought these vessels have 
sustained a loss? 

Mr. Corrs. I would say some who bought them in 1951. 

Mr. Bonner. Isn’t it a matter of record that all of them have paid 
out and have paid handsome dividends from their operations? 

Mr. Corzs. Not at all, Mr. Bonner. This would be my guess: that 
no one who bought a Liberty ship in 1951, at the present time—if I 
remember correctly, one-half of the fleet was bought—would have had 
any chance of paying out the vessel, and I would not be sure that many 
who bought in in 1951 have since that time have had a chance. 

Mr. Bonner. Why were so many people anxious to get, for ex- 
ample, these vessels at the time of the closing of the Ship Sales Act? 

Mr. Cores. Because in a brief period after that the price of ships 
went up to $800,000. Business was good and we made money, but 
about 6 or 8 months later the price of those ships fell off so appreci- 
ably that they were well below the Government sales price. I don’t 
know how low it went, but I would say it went down below $400,000. 

Mr. Bonner. Do you have any estimated figures on what it will cost 
the Government? 
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Mr. Corrs. The only estimate I have seen was made about 3 years 
ago and would not be accurate. I think we can figure roughly on this 
basis: that the cost of operation of an American ship per day—and, 
by that, I mean the actual operating cost—is about $1,175 per day. 

Say the operating costs of the foreign competition 1s aproximately 
one-half of that, and you get down to a subsidy per day of somewhat 
over $500. 

Now, if you assume the vessel will be in operation 300 days, you 
would have 100 per year and you would have $150,000 per vessel, and 
multiply that by 200 and you would have $30 million, In the event 
there is a profit, however, and I don’t know if I answered your question 
before, but any profits would be subject to the same recapture clause 
as is now contained in the 1936 act for liners, so it would be reduced 
by whatever the recapture might be. 

Mr. Bonner. That is all I have at this point, Mr. Chairman. 

Mr. Wercuer. With reference to the so-called tramp fleet, their only 
business has been what has come from foreign aid by the 50-50 statute, 
and when there is no foreign aid the so-called tramp fleet could have 
little or no chance of competition with the foreign-flag fleet. 

Mr. Cores. Yes, sir. 

Mr. Wercuet. And this is the authority to grant subsidies if the 
Maritime Board sees fit to maintain a tramp fleet ? 

Mr. Bonner. Would it be possible for you to insert in the record 
a financial] statement of these operators? 

Mr. Corrs. I don’t see how wecan. This is an association. 

Mr. Bonner. I understand this is an asociation, and I did not ex- 
pect you to answer the question positively, but I think it is fair since 
you are asking for this that it be merely shown by a sworn statement 
what these operators have done, the profits they have made and taken 
out of the business which, if they had been under the same contracts 
as now exist as subsidized operators, there would have been tremen- 
dous recapture. We can discuss that but we cannot get to it until 
we have the figures. 

Mr. Cogs, I think we have about 70 members. 

Mr. Bonner. It would have to be on a yearly basis, yearly state- 
ments. 

Mr. Corxs. The president of the association is an operator of Ameri- 
can-flag tramp vessels. I think he is a typical operator. I wonder 
if we could get a summary from him of the average operating experi- 
ence of tramp operations since the beginning of the Ship Sales Act 
program ¢ 

Mr. Bonner. You have always been a very fair and fine witness, but 
of course you have got a subject and a matter here that certainly this 
committee needs to give long and careful study to without going into 
it hurriedly. The ‘American- flag vessels appeal to all of us, but 
whether or not it is a fair request and we would like to have those 
figures substantiated. 

Mr. Cores, Oh, yes. I think it would be impossible to ask each 
company to give a financial statement. 

Mr. Bonner. It would be impossible. 

Mr. Cores. It wouldn’t be impossible, but I don’t think we ought 
to ask each company to reveal its financial workings. 

Mr. Bonner. You are asking the Federal Government to do quite 
a bit. 
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Mr. Cotgs. Sir, all the figures given by the subsidized lines, even 
those where you actually give them a subsidy, are confidential figures. 

Mr. Bonner. I am not advocating that they be published in the 
Federal Register or the newspapers, but there must be some substan- 
tial ground on which this committee must observe this operation. 
Some have one view ; you have another. 

Mr. Cores. May I ask this: Would this satisfy your thoughts, Mr. 
Bonner, and that is we would get a sworn statement as to what the 
common experience has been for tramp shipping under the American 
flag in general since, let us say, the beginning of 1948, which I believe 
was the beginning of the tramp program, and we break it down in an- 
nual periods? In other words, in this period yearly rates were so- 
and-so and profits would be so-and-so, and take a typical Liberty ship. 

Mr. Bonner. You are going to have to get down to what these com- 
panies have done. You say that they did not do the things I asked 
you about. You said that was not true and, of course, I know you 
do not know. I realize that, but I think this committee must have 
the cold facts. 

(The information referred to follows :) 


June 18, 1953. 
Hon. HERBERT C. BONNER, 
House of Representatives, 
Washington, D. C. 


DEAR CONGRESSMAN BONNER: At the recent hearings before the Merchant 
Marine and Fisheries Committee on proposed amendments to the Merchant 
Marine Act of 1936, you requested certain information which the representative 
of our association, Mr. Coles, was unable to answer, as the information was not 
available to him. He has, therefore, requested that the association secure and 
furnish to you directly the information you requested. In order that this might 
be done and to answer your questions as fully as possible, we have since had a 
study made of the matters you raise, and I incorporate the results of that study 
in this letter. 

The questions which you proposed were whether or not American-flag vessels 
purchased under the Merchant Ship Sales Act of 1946 for use in the tramp 
trades had been paid for out of profits accruing to the owners since their pur- 
chase. You also inquired as to whether, and to what extent, there would have 
been any recapture to the Government from the earnings of these vessels had 
operating differential subsidy payments been made during this period under 
the amendments to the Merchant Marine Act of 1936 which our association 
proposed. 

Of necessity, this study has had to be of a general nature because of the fact 
that no uniform system of determining net profit is followed in the tramp trade. 
For instance, some owners have been depreciating their vessels over a 5-year 
period and have shown losses on their books over this period. Other owners 
have adopted various rates for writing off of depreciation, some as low as 5 
percent, and have shown fair profits but have had to pay sizable taxes thereon. 

The tramp shipping industry is one in which earnings fluctuate violently 
within short periods of time as a result of changes in the market. As an illus- 
tration of this, note the rates (time charter) in effect since passage of the 1946 
Ship Sales Act: 

Mid-1947 to mid-1949: Rates fluctuated between low of $41,600 and high of 
$49,000 per month 

Mid-1949 to end 1950: Fluctuation between low of $31,000 and high of 
$39,500 per month (during part of this period many vessels could not 
find employment) 

Early 1951 to end 1951: Fluctuations between low of $55,000 and high of 
$65,000 per month 

Year of 1952: Fluctuations between low of $34,000 and high of $52,000 per 
month (during last half of this period some 40 vessels were tied up at 
= averaging $6,000 per month excluding overhead and amorti- 
zation). 
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During this period the average operating expenses of a liberty ship excluding 
depreciation, interest, overhead and provision for offhire and idle status, has 
increased from $28,000 per month in 1947 to $34,500 per month in 1951 and early 
part of 1952, and to $37,000 per month since June 1952. 

Considering then the above factors of income and expense it will be seen that 
the tramp industry has had periods of fair operating profits but also periods 
that reflected operating losses, these profits or losses occurred before amor- 
tization, overhead, ete. It must also be remembered that the time charters 
are made for various periods and that an owner may be fortunate or unfortu- 
nate in being in position to arrange charter at favorable or unfavorable rate 
dependent on termination of existing charter; he may fortunately miss some of 
the rate “troughs” or may unfortunately miss the higher-rate peaks. 

The answer to the question (as to whether or not American-flag vessels pur- 
chased under the Merchant Ship Sales Act of 1946 for use in the tramp trades 
had been paid for out of profits accruing to the owners since their purchase) 
ean be fairly answered in the following manner. It is extremely doubtful that 
the net profits from the operation of a Liberty-type American-flag tramp steamer, 
over a period of the last 5 years after deduction of overhead and interest but 
before depreciation, would approximate the amount of the owners’ capital 
investment therein. This could only be possible under the following conditions 
and circumstances : 

1. Depreciation of 20 percent would have to be charged and allowed by 
Bureau of Internal Revenue to reduce net profit for tax purposes and 
eliminate any deduction from profit for payment of tax. 

2. Owner would have to have been fortunate in chartering positions 
during period to have avoided all rate “troughs.” 

3. If owner had been appointed as general agent for the operation of a 
sizable fleet of Government-owned tonnage this would have permitted a 
considerable reduction in the overhead charged to privately owned vessels. 

4. Operation of private vessel must have been fortunate in avoiding idle 
status and off-hire periods, also periods of coal strikes, marine strikes, etc. 

It is fairly obvious that the owners could not have met all of the above con- 
ditions and circumstances during the past 5 years for the following reasons: 

1. Depreciation: Such owners as may have taken advantage of tax 
benefits secured through depreciation of vessels over 5-year period are 
now faced with little or no depreciation writeoff against current or future 
profits. They may have suffered irrevokable losses in past loss years in 
which depreciation was not earned. Many, and possibly most, of the own- 
ers have been following a longer life period for depreciation for tax 
purposes (some as high as 20 years) and have paid burdensome taxes on 
their profits. This alone would have precluded any possibility of owner 
recovering cost of investment during period of ownership. 

2. Avoidance of rate “troughs”: No owners could have avoided all low- 
rate charters particularly in period from mid-1949 to end of 1950 during 
which 18 months period all charters must have required renewals at rates 
barely covering operating expenses of vessels. 

3. Allocation of overhead: Only a few of the owners had other opera- 
tions or owned fleets of sufficient size to permit minimum allocation of over- 
head to owned vessels. 

4. Idle status and off-hire: Steady employment of the Liberties was in- 
terrupted during this period by coal strike and strikes of the maritime 
unions. These were unavoidable. 

Nor could any prudent owner have utilized his entire profit during this 
period of amortization of outstanding ship’s mortgages. For operation of ves- 
sels a considerable amount of working capital is required, particularly in view 
of possible general average disbursements, etc. A reasonable return on capi- 
tal investment is also desirable out of profits made. In most cases this work- 
ing capital has had to be accumulated from profits earned. 

Recapture of subsidy payments, if made.—You also inquired as to whether, 
and to what extent, there would have been any recapture to the Government 
from the earnings of these vessels had operating subsidy payments been made 
during this period under the amendments which our association has proposed 
to the Merchant Marine Act of 1936. To clearly answer this question will re- 
quire certain basic assumptions and we are assuming: 

1. That period of subsidy contract would be for 10 years duration. 

2. That depreciation allowed would be based on 20 years life from con- 
struction date. 
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3. That income from vessel operations would not have been affected by 
subsidy payments. 


Based on these assumptions it is my firm belief and conclusion that a con- 
siderable portion (possibly in excess of 50 percent) of any subsidy that might 
have been granted to the tramp-ship owners during the past 5 years would be 
accrued and on deposit in special reserve funds as recapture. ; 

May I express the appreciation of this association for the work which you 
have done in the past in aid of the American-flag merchant marine. We hope 
that you will conscionably support the proposals made by our association, as 
we believe they are necessary from the standpoint of maintaining and develop- 
ing a balanced American-flag fleet. Should there be any furtuer information 
which we can give you re tramp operations, I hope you will call upon us for it. 

Sincerely yours, 
AMERICAN TRAMP SHIPOWNERS ASSOCIATION, INC., 
F. RIKER CLARK, President. 

Mr. Cores. May I consult with Mr. Clark, the president of the asso- 
ciation, and see what the best figures are that could be made available 
along these lines ? 

Mr. Bonner. And the accounts and their books are available. They 
have not destroyed them because they had to have them for income- 
taX purposes. 

Mr. Weicue.. Mr. Shelley ? 


Mr. Sueixey. I would like to ask one question: What would be the 
objection to submitting the financial condition and the experience of 
each of these companies to this committee ? 

Mr. Cores. I would have none. I cannot talk for the companies. 

I would have no objection whatsoever, if I were in business of giving 
my full financial statement. 

On the other hand, I think each business has a desire to retain its 
rights of privacy. I would be delighted to ask. 

Mr. Suewiey. In other words, your position is not a refusal or not 
that it is impossible, but that you cannot answer yes or no at this point. 

Mr. Coxxs. Precisely, Mr. Shelley. 

Mr. Bonner. I readily understood that, Mr. Coles. You yourself 
have served as counsel to this committee. 

Mr. Cogs. Yes, sir. 

Mr. Bonner. And do you yourself know the lengthy hearings this 
committee has had, not hearings one this week and one next week, but 
day after day so as to get the continuity of the whole subject before us. 
I think this is a fair request to know what the experience has been. 

Mr. Coxzs. I will take it up with Mr. Clark and recommend the 
fullest possible disclosure. 

Mr. Bonner. Because I have information that I cannot testify to 
or you cannot testify to, but it is evident from the information you 
have given the committee and on the information you have given the 
committee, those have been facts and matters of the situation as you 
view it. 

Mr, Coxzs. Precisely. 

Mr. Weicuex. Mr. Allen. 


Mr. Auuten. Under the subsidy agreements I believe the liner 
services obligate themselves to a number of conditions, including a 
number of voyages over certain routes. I can see some justification 
for a subsidy in having vessels well dispersed all over the earth and 
available in many types of emergencies. What obligation, if any, 


would the tramp operators undertake which might be of a similar 
nature? 
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Mr. Cotzs. We would take every obligation that the liners have 
under the 1936 act except to remain on a particular route. 

In lieu of that, we would take the obligation to make a specified 
number of sailings in the commerce of the United States, carrying 
cargo to and from United States ports. In other words, I think that 
we could meet the same basic restrictions. We could not meet the 
same voyages for this reason, that a vessel running between New York 
and the United Kingdom knows it will take four days and that a 
round trip will take a certain number of days, so therefore we can 
say we will make so many voyages on that route. If a tramp carries 
cargo from Norfolk to the United Kingdom, it may take X days. If 
it carries a cargo from Baltimore to India, it will take a great many 
more days. No tramp ship can say it will take so many voyages per 
year, except that they can agree that 90 percent of their voyages will 
be to and from the United States, or 100 percent, depending on the re- 
strictions the committee imposes. 

Mr. Auxen. In the bill, would it be legal to subsidize a ship engaged 
exclusively in cross trades and not touching the United States ports? 

Mr. Coes. I would certainly be for a restriction to prevent that. 
In other words, any cross trading would have to be incident to the 
American trade. I would have to look at that a bit. The bill as I see 
it now does not include a prohibition against that, but I certainly 
think it would be a proper prohibition. 

Mr. Weicuex. Mr. Boykin? Mr. Garmatz? Mr. Shelley? 

Mr. Suetiey. Mr. Coles, your proposal differs from the proposal 
made by Mr. Morgan before this committee a few days ago in that 
your proposal would adhere to most of the established general provi- 
sions of the 1936 act as now written. 


Mr. Cotrs. That is correct, sir. 
Mr. Sueiiey. It would not repeal the general subsidy provisions 
and narrow them to just one of wages, or a wage limitation ? 


Mr. Corrs. That is correct. Of course the wage differential is the 
major factor. 

Mr. Suetitey. Do you-make any proposal in your bill? 

Mr. Cogs. To limit it to wages? 

Mr. Suettey. Yes. 

Mr. Cotes. No, what we have attempted to do is to take the exist- 
ing act and the restrictions of the existing act, the benefits of the 
existing act, and make them applicable to tramp ships. 

Mr. Suetiey. That is all I have at this point, Mr. Chairman. 

Mr. Weicuet. Mr. Seely-Brown ? 

Mr. Srery-Brown. No questions. 

Mr. Weicnet. Mr. Sheehan! 

Mr. SHeeHan. No questions. 

Mr. Weitcnev. Mr. Mumma? 

Mr. Mumma. I agree with you that the greatest objective would be 
the trained crews, is that correct ? 

Mr. Cores. I think—— 

Mr. Mumma. The ships are available and we have got.one thousand 
of them. 

Mr. Cores. If our merchant marine program were merely ships, any 
money to be expended would be to build new ships and put them in 
lay-up. It is the crews and the management organization. 
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Mr. Mumma. How much do you think that would be scattered all 
over the seven seas in the case of a sudden outbreak of war like the 
German submarines affected us here ? 

Mr. Cotes. That is very difficult to say. 

Mr. Mumma. We will say over one-half of them would be unavail- 
able ¢ 

Mr. Corrs. I do not think that is a reasonable assumption. Most 
vessels, in the event of war, put into neutral ports. In other words, 
I don’t know what our experience was in World War II, but I doubt 
we lost very many vessels from being caught on the high seas at the 
outbreak of hostilities. 

Mr. Mumma. You could get the crews home by airplane? 

Mr. Cotes. No doubt about it. You keep your management opera- 
tions at home because they are in the United States. 

Mr. Wercnexr. Mr. Keogh? 

Mr. Kroon. I would like to ask one question, but before I do I want 
to join in Mr. Bonner’s expression about the quality of testimony you 
always give. 

Mr. Cores. Thank you, sir. 

Mr. Keoocnu. I am assuming if maintenance of the American mer- 
chant marine is important, that the maintenance of ship repair 
facilities is equally important, and I am wondering if the same argu- 
ments that you have advanced here vis a vis the tramps would not 
apply with equal force to a request for a wage differential subsidy on 
the part of ship-construction and ship-repair yards of the country. 

Mr. Cores. I think we must certainly go along with your thought 
there that shipbuilding and ship-repair yards are just as important as 
the ships, ney I think we can also say that the difficulty in having 


ships built in the American yards because of the higher cost, so that 
the concept of patting American shipyards on a parity with foreign 


ships has a good deal of merit. Maintaining the American fleet tramp 
would insure a great deal more work for the American shipyards and 
for the necessary replacement parts which would, of course, mean 
more work. 

Mr. Koen. Do you have any figures to show what percentage of 
repairs, other than the normal voyage repairs the operators of your 
association have had done in American shipyards as compared with 
foreign shipyards? 

Mr. Cores. I would have no way of knowing that, and I don’t know 
how the information could be gathered, but I do think that the vast 
majority would be in the American yards because for one thing I do 
think that any foreign repairs would be subject to duty. 

Mr. Kroon. Regardless of what they are subject to, I wonder if you 
attempted to compile such statistics ? 

Mr. Cotes. No, sir. That would be a shipyard proposition. 

Mr. Kroex. That is all. 

Mr. Weicuer. Mr. Van Pelt? 

Mr. Van Pett. You mentioned general agents and I wondered of 
the 175 ships which you mentioned, are all of those so far as title is con- 
cerned with private operators or are some of them operated 
generally? 

Mr. Cotes. Those vessels I mentioned, and I think what I mentioned 
when I said over 800 in the American fleet and about 550 of those are 
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srivately owned. In addition to that, there are a number of vessels 

ke operated under general agency agreements for use in the Mili- 

tary Sea Transportation Service. ; 
Yesterday, in testimony given at a hearing in which I am pasts 


rat- 
ing it was stated that there were 141 American-flag vessels owned by 
the Government and operated under MSTS in the general agency. 

Mr. Van Pevt. That is all at this point. Thank you. 

Mr. Weicuet. Mr. Ray, do you have any questions? 

Mr. Cores. I am in the middle of a trial hearing before the Mari- 
time Board and I have asked for a recess today until 2 o’clock, and 
if it would be possible to finish with me this morning I would be very 
grateful. 

Mr. Wetcuet. Mr. Robeson ? 

Mr. Rorrson. I did not hear you say how many individual operators 
there are in your association. 

Mr. Cores. I can give you that. 

Mr. Rosrson. And what percentage of the American tramp opera- 
tors are in the association ? 

Mr. Cores. I have the list. It is not a complete list. 

Mr. Roseson. Approximately ? 

Mr. Cotes. I would say approximately 50 operators. There are 
about 87 ships and some one-half of them are Liberty ships. 

Mr. Rorrson. Of the operators you have one-half of them? 

Mr. Cotes. Yes, sir; both from the point of operators and from the 
point of number of ships. 

Mr. Ronrson. What percentage of all other operators were in busi- 
ness prior to June of 1950? 

Mr. Cours. I have no way of knowing. I would say this, if you 
would take the date—— 

Mr. Roseson. You could find out. 

Mr. Cotgs. Yes; I think so. 

Mr. Roxzgson. I was very interested in finding out. 

(Information referred to appears at p. 133.) 

Mr. Rosgson. I would like to find out how many of these operators 
operate foreign flag vessels as well as American flag vessels. 

Mr. Cotzs. I would say some of them would be agents for foreign 
flag vessels in the same sense that subsidized liners could be agents, 
but I don’t know how many. 

Mr. Rozgson. Those things are of interest to us. 

Mr. Weicuex. Could you supply that for the record ? 

Mr. Corks. I will attempt to, sir. Mr. Anderson, the secretary of 
our association, will supply it. 

(Information referred to appears at p. 133.) 

Mr. Weicnev. Mr. Ray? 

Mr. Ray. Section 213 of the 1936 act is as follows: 


The Commission shall make studies of and make a report to Congress as soon 
as practicable on— 

(b) tramp shipping service and the advisability of citizens of the United 
States participating in such service with vessels under United States 
registry. 

IT think that fortifies your statement that tramp shipping was not, 
in the mind of Congress at the time the 1936 act was passed. 
Mr. Coes. Yes, sir. 
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Mr. Ray. But it was pretty clearly excluded and therefore not some- 
thing which can be brought in by including tramp ships in the defini- 
tion of the kind of American fleet you are talking about. 

Mr. Cours. At that time the report was made to Congress and when 
the bill was considered there was no tramp fleet, and shortly thereafter 
there was a study made by a man now at Washington and Lee Uni- 
versity whose name escapes me at the moment. But there was no 
capital investment, no capital seeking investment in the American 
tramp fleet because of the competitive cost disadvantages. 

The last maritime tramp study was made three years ago. 

Mr. Wetcneu. Mr. Norblad? 

Mr. Norsiap. No questions. 

(Discussion off the record. ) 

Mr. Weicuet. We will adjourn at this time until 10 o’clock to- 
morrow morning. 

(Whereupon at 11: 14 a. m., the hearing was adjourned to reconvene 
at 10 a.m. Thursday, May 14, 1953.) 
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PROPOSED AMENDMENTS TO THE 1936 MERCHANT 
MARINE ACT 


THURSDAY, MAY 14, 1953 


Untrep States House or RepresENTATIVES, 
Com™itret ON Mercuant Marrtne AND FISHERIES, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a, m., in room 
219, Old House Office Building, Hon. Alvin F. Weichel (chairman 
of the committee) presiding. 

Mr. Weicueu. The meeting will come to order. 

Is a representative of the Military Sea Transportation Service here 
to speak with reference to the committee print on amending the 1936 
act ¢ 


STATEMENT OF VICE ADM. F. C. DENEBRINK, COMMANDER, MILI- 
TARY SEA TRANSPORTATION SERVICE, ACCOMPANIED BY REAR 
ADM. R. E. WILSON, DEPUTY COMMANDER AND CHIEF OF STAFF; 
CAPT. B. J. MULLANEY, PLANS AND POLICIES; AND CAPT. C. G. 
WARFIELD, COMPTROLLER 


Admiral Deneprrnk. Mr. Chairman I would like to introduce my- 
self to the chairman and members of the committee. I am Vice Adm. 
F. C. Denebrink, commander of the Military Sea Transportation 
Service. 

I have a statement, in response to the request of the chairman of the 
committee, including the operations of my command, further includ- 
ing a justification for the existence of the Military Sea Transportation 
Service, and finally, comments on the proposed amendment to section 
901 of the Merchant Marine Act of 1936. I would like to state that I 
am very appreciative of this opportunity to make this statement. 


1. FORMATION OF THE MILITARY SEA TRANSPORTATION SERVICE 


Although MSTS, as the Military Sea Transportation Service is 
popularly known in its abbreviated form, is only 314 years old, the 
need for it has been apparent for over 50 years. Formerly, the Army 
and the Navy had been operating their own separate transportation 
systems with the attendant duplication of ships and manpower. As 
far back as the Mexican War the Army chartered commercial vessels 
for its use. Later, during the Spanish-American War, the Army and 
the Navy may be said to have first established their individual ocean- 
transportation systems. Even at that time, the duplication of effort 
was recognized in some discussions by congressional committees di- 
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rected toward the establishment of a single military agency to serve 
both services. As history records, no final decision was reached. 

Consequently, the Army and the Navy went into World War I and 
World War II with their own separate ocean-transportation services. 
After World War II the belief still persisted that something could and 
should be done at the operating level to insure more centralized and 
uniform control of the cargo and troopships assigned to the military 
departments. In May of 1946 before the passage of unification legis- 
lation, the Joint Chiefs of Staff directed that a Y study be made of the 
procedures necessary in the event the Navy Department was assigned 
the responsibility for providing sea transportation for the armed 
forces. 

The basic study submitted to the Joint Chiefs of Staff became the 
first of a seemingly endless series of studies on the same problem. 
Each came ever closer to assigning sole responsibility to the Navy 
However, all solutions foundered on the shoal of how the service ren- 
dered was to be paid for, so as not to militate against the Navy’s appro- 
priations for other operations. It was not until July of 1949 that the 
Secretary of Defense resolved the question of payment. He promul- 
gated a directive which stated that the services concerned would pay 
for their respective sea-transportation requirements on the basis of 
the service ordered and rendered. This is the “pay as you go” prin- 
ciple upon which we now operate. 

This financial principle also paved the way for another order by 
the Secretary of Defense when, on August 2, 1949, he directed that the 
Military Sea sanenes ution Service be established within the De- 
partment of the Navy. He further directed that MSTS be respon- 
sible for providing, under centralized control, the sea- transportation 
requirements for all military services and for other agencies or depart- 
ments as might be directed. From this springboard, MSTS was 
finally activated 2 months later as a naval command. 


2. MISSION 


Basically the mission of the Military Sea Transportation Service 
(MSTS) consists of three elements: 
(1) To provide sea transportation for personnel and cargoes of 
the Department of Defense ; 
(2) To plan and negotiate for use of commercial shipping to 
augment the MSTS fleet as necessary ; 
(3) To plan and be capable of expansion in time of war as the 
Joint Chiefs of Staff direct. 


3. ORGANIZATION 


The Military Sea Transportation Service is under the command of 
the Chief of Naval Operations. For procurement purposes and in 
business matters related thereto, MSTS is under the supervision of the 
Assistant Secretary of the Navy. 

The command structure of MSTS i is comprised of the headquarters 
staff in Washington, with four major subordinate commands located 
at New York, San Francisco, London, and Yokohama. Each com- 
mand is headed by a flag officer, and their combined area of responsi- 
bility reaches around the globe. The area commands are subdivide? 
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into subareas and offices established at whatever worldwide locations 
the volume of MSTS business justifies. 


4. POLICY 


The Secretary of Defense has announced the following position con- 
cerning the relationship of the MSTS to the National ‘Shipping Au- 
thority of the Department of Commerce: 

The Department of Defense recognizes the value and need in time of war of a 
civilian shipping authority with broad powers of control over oceangoing mer- 
chant vessels; provided, however, that military drafts on such pooled shipping 
are adequately met, subject to being engaged, operated, and controlled in con- 
formity with the requirements and plans of the military authorities and the 
exigencies of the military situation. 

In consonance with the above, and in the event of war, the Military Sea Trans- 
portation Service will call upon the National Shipping Authority (1) for its 
additional merchant vessel requirements and (2) for such other maritime serv- 
ices as the National Shipping Authority is capable of providing. 

The Military Sea Transportation Service in peacetime is guided by 
the general policy of the Department of Defense, which is to use pri- 
vately owned and operated maritime vessels to the maximum prac- 
ticable extent. In wartime, under circumstances where such facili- 
ties are made available by the National Shipping Authority, or its 

wartime counterpart, the ‘MSTS will follow the same policy, giving 
due consideration to specific conditions that may exist in any combat 
area. 

In execution of this policy, the Military Sea Transportation Service, 
as directed by higher authority, must retain the power of decision 
concerning the suitability of all such arrangements and undertakings 
which affect vessels owned or in the custody of the Navy and assigned 
to the Military Sea Transportation Service, and vessels allocated 
to it by the National Shipping Authority. In amplification of this 
statement of policy, the Department of Defense and the Department 
of Commerce have executed a memorandum of agreement. This pro- 
vides that there will be in the custody of MSTS, both under present 
conditions and at the outbreak of war, a certain number of merchant- 
type vessels which shall remain under complete military control ; that 
is, under the administrative and operational control of MSTS 

Under conditions short of full mobilization, all shipping required 
above that under the permanent custody of MSTS will be obtained 
in the following priority: 

First: Maximum utilization of available berth space wherever this 
is consistent with military requirements. And I am going to use the 
words “berth liner” to follow the testimony I have heard here 
previously. 

Second: Time charter of suitable privately owned merchant vessels 
to the extent these are voluntarily made available by industry. 

Third: Shipping provided by the National Shipping Authority 
under general agency agreement. 

Last: In the event that United States flag shipping is not available 
under the conditions stated above, MSTS may employ foreign-flag 
shipping only to the extent necessary to meet urgent military require- 
ments which cannot be met in time by other means. 

Under full mobilization conditions all additional shipping required 
to discharge the MSTS mission will be obtained from the National 
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Shipping Authority under general agency agreement. Under these 
conditions it can be assumed that the National Shipping Authority 
will be able to draw on a pool of vessels established by our allies to 
meet overall requirements of both the military and the civilian 
economy. 

It has long been the announced policy of the Navy to support a 
strong American merchant marine. Never before in our history has 
the Navy, through the Military Sea Transportation Service, sup- 
ported this policy in such a practical and effective manner. In 
carrying out this policy 75 percent of all funds expended by MSTS 
for its operations during fiscal year 1952 were paid directly to various 
segments of the private shipping and associated industries. ‘These 
direct payments amounted to approximately $475 million. The table 
below shows a breakdown indicating the purposes for which these 
payments were made. 


Total payments made directly to commercial interests, fiscal year 1952 
Charter : 
Privately owned, time and voyage, cargo $151, 357, 368 
Privately operated, general agency agreement, cargo 51, 298, 545 
7, 265, 352 
Privately owned, voyage charter, tankers___-._.__---_--_----__ 40, 058, 027 


Total 249, 974, 292 


I would like to point out that these privately operated general 
agency ships are Government owned. 
Shipping contracts with American-flag berth operators: 
Cargo ships u $121, 279, 570 
Passenger ships 37, 926 


121, 317, 496 
Berth term (shipments on berth liners under Government bill of 
lading): Cargo 26, 076, 654 
Contract operators (operation of Government-owned tankers) : 
Tankers 49, 016, 098 
And that $49 million includes $13 million spent for repairs and 
maintenance. 


Maintenance and repair by private contractors on Government- 
owned shipe exclasive of thukere. 1. ene $28, 900, 029 


Total payments made directly to commercial interests______ 475, 284, 569 


An additional payment of $40,483,000 was paid directly to private 
ship-repair industries for military alterations on various MSTS ships 
from the Navy Department’s appropriated funds. 

For the period October 1, 1949, and I might say that the October 
1, 1949, is because that was the date we were set up, through Decem- 
ber 31, 1952, more than $1 billion has been paid directly to private 
industry by the MSTS. MSTS has constantly endeavored to achieve 
effective cooperation with private shipping and associated enterprise. 

There must be under the control of MSTS a nucleus fleet com- 
posed of ships of suitable size and speed to meet the basic requirements 
as established by the Joint Chiefs of Staff. The Government of the 
United States must protect itself by assuring that there is in ready 
operating status under all conditions sufficient vessels available to 
lift the minimum essentials of vital supplies, equipment, and per- 
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sonnel to the Armed Forces of the United States in overseas areas. 
This is especially important under the present combat conditions 
existing in Korea. This minimum number represents the best insur- 
ance against shortages or limitations of commercial shipping fur- 
nished on a voluntary basis and interruptions in this shipping which 
might result from labor-management disputes. 

Over and above this nucleus of Government vessels under its contr ol, 
the MSTS charters to the maximum extent practicable vessels of the 
private shipping industry. Only when the entire commercial ship- 
ping market has been exhausted does the MSTS, as a last. resort, 
request the Maritime Administration to break out Government ships 
from the National Defense Reserve Fleet for operation by private 
shipping operators to lift Department of Defense cargoes. 

With regard to the transportation of troops, there are no compatable 
ships suit: able for this type of operation in the private shipping in- 
dustry. Moreover, there is a continual need for Government ships 
to perform sea transportation to certain areas and under certain 
conditions which are either not appropriate for commercial shipping 
or which demand services which private shipping and merchant sea- 
men are unable or unwilling to perform. Of necessity, these special 
missions must be performed by military personnel. When the re- 
quirements of the Department of Defense indicate a decline, Gov- 
ernment ships are returned, as a matter of policy, to the Maritime 
Administration for lay-up in its reserve fleet. 


5. COMPOSITION OF THE MSTS FLEET AS OF MAY 5, 1953 


And I might add that the composition of the fleet shifts daily. 

To carry out its responsibilities, MSTS controlled, as of May 5, 
1953, a fleet of 564 ships and craft of all types. This fleet is made up 
of troop transports, cargo ships, tankers, aircraft carriers, and mis- 
cellaneous craft of special types. It is divided into two major ele- 
ments; i. e., A, the MSTS nucleus fleet; and B, the commercial fleet. 


A. MSTS nucleus fleet (260) 


T have tried to indicate in answers the question of who owns the 
ships, whose custody they are in, and who operates them. It is sig- 
nificant to note that we have only 27 commissioned United States 
Government-manned ships. They are Government owned. They 
are in the custody of the Navy and they are operated by the Govern- 
ment. They have been broken down in the tabulation below. 
Government-owned, Navy custody, Government-operated, commissioned ships 

(United States ships) (Navy-manned) : 


Transports, used for troops and dependents 

Nscort carriers, used for assembled aircraft and maintenance crews__ 

Oilers, equipped for fueling at sea 

Water-distilling ship 

Cargo ships, primarily used on special projects (2 temporarily assigned 
to service forces, U. S, Fleet) 


The ships which are listed in the category below are Government- 
owned in the custody of the Navy, and they are Government-operated. 
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The breakdown of transports, small craft, reefers, small cargo ships, 
and so forth, to the total of 133, is stipulated below. 


Government-owned, Navy custody, Government-operated in-service ships (United 
States naval ships) (civil-service-manned) : 
Transports, used for troops and dependents______-.-__----.--------- 
SNM)  CTARSDOT UI 6 areedindiiedine ete debbie tht mtt ds bicldecwtebiiaadeoen 
Sank); CIRO TB ces i ai to es pitino 3 hin neentaiahinenin alah animals tal 
USE, SERSNOE 1H GVOTECRE BIGRG. ce sttem ete ent getieticktid 
LSM, used for special over-the-beach type of operations____-___..--__. 
ame baw for ‘ataaaal over-the-beach type of operations_____...----~-- 


Sun all cargo a point- to- point transportation _ special projects__ 
Aircraft cargo ships, specially fitted for transportation of assembled 
aircraft 


Total 


Government-owned, Navy custody, contract-operated, in-service ships 
(United States naval ships) (contract-operated, maintained by mer- 
chant-marine personnel) -_--.--_--__-__ 


These are Government owned, Navy-custody contract-operated. 
They consist of the 62 tankers and include the 38 LST’s operated in 
the Korean-Japan area. 


Tankers, point-to-point transportation ; fitted with Meccano decks for trans- 
portation of aircraft; 19 possess limited capability for fueling at sea 
LST, Japanese contract, Japanese-manned____-_ é 


Used exclusively in Japan-Korea area___ 


Grand total, nucleus fleet 
B. MSTS commercial fleet, 304 
These are ith ately owned, privately operated, and they have civil- 

ian crews and I have broken down the number of Liberty ships, Victory 
ships, C4, C3, C2, and so forth, You will notice that. we have four 
foreign-flag ships, special heavy-lift, because no such ships are avail- 
able under the American flag. 
Private-owned, private-operated, privately owned ships under time charter 

Liberty-type cargo —_- 

Victory-type cargo 

C4-type cargo 

Re coe cargo__ 

‘2-type cargo 

c 1B-type cargo- 


Special heavy lift, foreign fiag 
Amphibious, foreign flag 


fh a 


Private-owned, Pest operated, privately owned ships under voyage 
CORRE peencocns =a aimee 
These are priv stale anal peimadely operated. There is, as you 
gentlemen well know, a distinction between the time charter and the 
voyage charter. T hese consist principally of tankers. 


OIG 4 ickcittiininionss 
Liberty-type cargo 
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These are Government-owned. They are in the Maritime custody 

and privately operated, with civilian crews. 
Government-owned, maritime custody, private operated, civilian crews: 

Mariner-type cargo 

Victory-type cargo 

Liberty-type cargo (to be deactivated May 22)----- 

ZEC5-type cargo (modified Liberty) _-._._-------- ; : 

C3 DX1, experimental-type cargo (Schuyler Otis Bland) ----~-- 

CiIMAV1-type cargo (used in Western Pacific shuttle service) 


Total 


Grand total, commercial fleet 


I would like to call attention in particular to the number of high- 
speed Victory and Mariner ships which we are operating there. 


UTILIZATION OF COMMERCIAL BERTH SPACE 


In addition to utilizing the commercial fleet set forth above, it is 
important to note that MSTS carries via the regularly scheduled 
American flag commercial berth vessels a large portion of its dry- 
cargo tonnage. During the 14-month period from January 1, 1952, 
to March 1, 1953, an average of 45.3 percent of the total dry-cargo 
tonnage of the Department of Defense moved overseas from all con- 
tinental United States ports was handled by this means. This 
amounted to a total of 8,738,198 measurement tons of dry cargo. 

Berth ships provide MSTS with regularly scheduled sailings over 
many trade routes adaptable to military needs at a cost which is not 
only directly related to the actual cubic measurement of the commod- 


ity moved, but which is also considerably less than the normal com- 
mercial tariff. While, in accordance with established policy, MSTS 
constantly endeavors to make the maximum practicable utilization 
of berth shipping, it is well to recognize that from the standpoint 
of meeting military requirements this type of shipping has many 
disadvantages as well as some advantages. These are briefly sum- 
marized below. 


Advantages 

(a) Provides the most effective means of moving less than ship- 
load lots into areas where the normal volume of shipments is low. 

(6) Permits movement of Government cargo with the least over- 
head expense to the Government. 

(c) Is an effective means of providing direct support to an impor- 
tant segment of the merchant marine with high return to the Govern- 
ment in actual service rendered. 


Disadvantages 


(a) Does not allow the flexibility of movement, diversion, and 
adjustability to meet changing military conditions which chartered 
shipping makes possible. 

(6) By virtue of the rigid scheduling of vessels in berth service, 
establishes an artificial priority for cargo moved by this means which 
is frequently not consistent with military requirements. This arti- 
ficial priority has a particularly adverse effect in the unloading of 
vessels in combat areas in an effort to permit them to maintain their 
established schedules. 
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(c) Is likely to increase the congestion in crowded ports because the 
total military cargo contained in any one berth vessel is less than a 
shipload lot. 

(d) The space offered by commercial lines in berth vessels varies 
considerably due to the fluctuation of commercial liftings which are 
usually more attractive to the operator than are military cargoes. 


7. MSTS AND DEPARTMENT RESPONSIBILITIES 


MSTS provides shipping to meet the requirements of the Army, 
Navy, and Air Force. MSTS has no responsibility for authorizing 
the transportation in its vessels of any cargo or passengers. The 
Army, Navy, and Air Force are responsible for the loading and dis- 
charging of their cargo and passengers transported in MSTS vessels. 
MSTS responsibility for passengers begins and ends at the foot of 
the gangway; for cargo it begins in the ship when loaded and stowed 
and ends in the ship when accepted free on board for discharge; for 
bulk petroleum products it begins and ends at the ship’s coupling. 

From its inception and throughout fiscal year 1951 MSTS operated 
under a Navy management-fund account No. 1. Under this system, 
MSTS obtained advances from the appropriated funds of the Army, 
Navy, and Air Force for the purpose of defraying all costs incurred 
in 1ts operations. 

On July 1, 1951, MSTS was placed under the Navy industrial fund. 
At that time the Secretary of Defense made available a working 
capital of $100 million to provide the necessary funds to meet operat- 
ing costs. This working capital is replaced on a monthly basis by 
collections made from the shipper services for services rendered to 
them and paid for by them out of their appropriated funds. Tariff 
rates for cargo, petroleum, and passengers have been established by 
areas and routes on a worldwide basis. It is from these tariff rates 
that the amount of money to be collected from each of the shipper 
services is determined. 

In the fiscal year 1951 a thousand ton-miles of cargo cost $4.91. In 
1952, $4; and in the first 6 months of fiscal year 1953, $3.83. Over the 
same period a thousand passenger miles cost $31.81 in 1951, $19.32 in 
1952, and $19.25 for the first 6 months in fiscal year 1953. As to petro- 
leum, 1,000 long-ton-miles cost $1.65 in 1951, $1.84 in 1952, and for 
the first 6 months in 1953, $1.97. The increased cost of handling 
petroleum is definitely related to the increased number of voyage 
charters required. Had the fiscal year 1952 lift been handled at the 
1951 rates an increase in operational cost of approximately $165 mil- 
lion would have resulted. Also, had the traffic of the first 6 months 
of fiscal year 1953 been moved at the 1952 rates, there would have been 
an additional cost of approximately $4 million. An analysis of the 
operation for the past 214 years indicates a definte savings of approxi- 
mately $169 million. I am proud to point to this achievement. 
Through the cooperation of the shipper services and the continued 
efficient operations of MSTS, I hope we can point to a job well done 
in the years ahead. 

I would like to interpolate at this point that I am proud to point 
to this achievement and I give the full credit to my predecessor for 
the accomplishment of that achievement. 
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Thus, it may be seen that, financially, MSTS approximates very 
closely the commercial type of operation except that the aim always 
is to arrive at the end of a fiscal year with no profit or loss. Periodic 
adjustments are made with the services to insure that they pay no 
more than that amount required by MSTS to cover exactly all oper- 
ating expenses, 

In other words, if we build up a balance we return it to the shipper 
services on a prorata share, If we go into the red we bill them for our 
share on a prorata basis. 

MSTS is not permitted to include in operating expenses any cost 
of alterations to its vessels or facilities which could be considered in 
the nature of capital improvements. All such capital improvements, 
after approval by the Chief of Naval Operations, must be financed 
by appropriated funds made available to MSTS from the Navy De- 
partment’s appropriations. 

The MSTS accounting system is patterned after that which is 
followed by most commercial steamship companies and utilizes the ac- 
crual method of accounting and double entry bookkeeping. This 
method of keeping accounts reflects expenses incurred and income 
earned for a given period, although such expenses may not have been 
actually paid or the income actually received in that period. These 
accrual figures are generally conceded to be more realistic, more 
accurate, and to provide more usable cost information to manage- 
ment than those which would be available under the appropriation 
accounting system. 

8. SCOPE OF BUSINESS 


The scope of business of MSTS during the fiscal year 1951 is 


indicated by the following statistics. 


Troops and other passengers associated with the military depart- 

ments carried worldwide --.. 1, 744, 438 
Measurement tons of dry cargo of all categories lifted worldwide____ 20, 138, 179 
Long-tons of bulk petroleum products lifted worldwide__--.__.-__-_- 13, 250, 396 

During the fiscal year 1952, which represented a full year of acceler- 
ated operations largely due to the Korean situation, this scope of 
business increased to the following: 

Troops and other passengers associated with the military depart- 

ments carried worldwide 
Measurement tons of dry cargo of all categories lifted worldwide___. 27, 965, 625 
Long-tons of bulk petroleum products lifted worldwire 14, 461, 505 

The total operating cost of MSTS for fiscal year 1951 was $547,- 
864.870. This does not include $11,330,053 incurred for the Interna- 
tional Refugee Organization program. 

In fiscal year 1952 the operating costs, due to increased volume, in- 
creased to $638,81,293, not including $5,159,456 for the operations 
of the International Refugee Organization program. 

Sixty-two percent of the total expenditure in fiscal year 1952 was 
made for the transportation of cargo, 16 percent for petroleum, and 
22 percent for troops and other passengers associated with the military 
departments. 

tis important to observe that, while the MSTS is an integral part 
of the Navy, 88 percent of the funds it expends comes from the appro- 
priations of other military departments. For example, in fiscal year 
1952 the Army contributed 73 percent, or $466,519,661, and the Air 
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Force 15 percent, or $93,506,465. The Navy contributed 11 percent, 
or $72,121,828. In addition, 1 percent, or $6,733,339, was received 
from other sources. The commander, MSTS, therefore, is placed in 
the position of a “trust officer” for the expenditure of appropriated 
funds of the three Departments. This fact imposes a heavy responsi- 
bility to insure that all expenditures are thoroughly justified and are 


made in the most efficient and economic manner possible. 
9, JUSTIFICATION FOR THE EXISTENCE OF MSTS 


The reason for existence of MSTS is well expressed by the Secretary 
of Defense directive issued on August 2, 1949, for the purpose of 
establishing the Military Sea Transportation Service. Pertinent parts 
of that directive are quoted below: 


Pursuant to the authority vested in me and in the interest of greater effi- 
ciency and economy, there is hereby established within the National Military 
Establishment, under the direction and control of the Department of the Navy 
a unified sea-transportation organization to be known as the Military Sea Trans- 
portation Service (hereinafter referred to as MSTS), which shall have the pur- 
pose, composition, authority, and responsibility hereinafter described. 

The MSTS is established in order to provide, under one authority, control, 
operation, and administration of ocean transportation for personnel (including 
the transportation of sick and wounded), material (including petroleum pro- 
ducts), mail and other cargoes for all agencies or departments of the National 
Military Establishments (excluding personnel and cargo transported by units 
of the fleet) and as authorized or directed for other Government agencies or 
departments of the United States subject to established priorities. 


In ay 288 preg of this Defense Department position, it is my 
opinion, based on the 3 years’ experience of the Military Sea Trans- 


portation Service, that in order to avoid duplication, overlapping, and 


competition within the various agencies of the Department of De- 
fense, there must be one agency charged with the responsibility for 
providing ocean tri insportat ion for the entire Department of Defense. 
The MSTS not only provides for the effective management and co- 
ordination of all the shipping required, but also serves as a single 
point of contact between the three military services, the civilian ship- 
ping authorities, and all phases of the merchant marine industry. It 
is my opinion that the establishment of MSTS has resulted in great 
savings of Government-appropriated funds and is an effective device 
for insuring that the policy of the Department of Defense to make the 
maximum use of privately owned and operated vessels of the American 
flag merchant marine is fully implemented. 

The m: anagement of military sea transportation is on a worldwide 
scale. There must be 1 agency in a position to compile all the ship- 
ping requirements of the 3 military services, which, by the nature 
of these requirements, extend to all parts of the world. Thus the entire 
worldwide military shipping situation can be screened and evaluated 
in order to take appropriate action to provide the necessary shipping 
to meet these requirements. If the MSTS were not in existence, there 
would be duplication, overlapping, and competition within the various 
agencies of the Department of Defense resulting in poor management 
and wasteful expenditure of Government funds, as well as inefficient 
vessel utilization. This would be especially true in times of world- 
wide shipping shortage or in time of national emergency, such as 
exists today, or in war. There was no Military Sea Transportation 
Service during the last war and it is well known among civilian and 
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governmental shipping men that there then occurred a great many 
instances of inefficient and wasteful use of ships in many parts of the 
world. That situation, as it relates to the responsibility of military 
authorities, has been eliminated by the establishment of MSTS. Every 
single ship is of major importance in time of war and, through the 
medium of the agency which I command, the utilization of every ship 
involved in military sea transportation operations will receive the 
greatest scrutiny with a view of obtaining the maximum effective, 
efficient and economical use. 


10. MSTS COMMENTS ON PROPOSED AMENDMENTS TO STRENGTH 901 OF THE 
1936 MERCHANT MARINE ACT 


In accordance with a verbal request of the chairman, I wish to sub- 
mit the following comments in regard to the proposed amendment. In 
making these comments I desire to point out that they are my per- 
sonal views based on experience as commander, Military Sea Trans- 
portation Service, and do not necessarily represent the position of the 
Department of Defense. 

On page 55 of the committee print, the proponents of the proposed 
bill state, in effect, that they believe the Military Sea Transportation 
Service is performing certain commercial-type shipping operations 
which impinge upon the concept that a Government agency should 
not be in competition with private enterprise. 

In my capacity as commander, Military Sea Transportation Service, 
I feel that allegations such as these are made by those who are seeking 
Government support to further their commercial ventures. The rec- 
ord of the MSTS operations bares the fact that the MSTS is con- 
tributing to a major degree to the continued health and welfare of 
the private United States shipping industry. The MSTS is unique 
in that it is one of the very few, if not the only, agency of the Depart- 
ment of Defense which operates to the maximum degree practicable 
under commercial-management lines. It is my duty to manage the 
expenditure of funds required for the MSTS operations in the most 
efficient and economical manner possible. 

The MSTS has been criticized by certain segments of the industry 
which have been operating under competitive conditions. The MSTS 
cannot expend Government funds appropriated to the military de- 
partments for the purpose of subsidizing certain segments of the 
shipping industry. 

An analysis of the operation of MSTS indicates that very substan- 
tial support is currently being given to the private shipping industry. 
[ wish to repeat that 75 percent of all funds expended in the operation 
of MSTS during fiscal year 1952 were paid directly to private industry. 
This amounted to over $475 million. In addition, 91 percent of all 
funds spent for the repair and alteration of MSTS ships went directly 
to the United States private ship-repair industry. This amounted to 
$82,537,000. During the period from October 1, 1949, through De- 
cember 31, 1952, more than $1 billion has been paid by MSTS to the 
United States maritime industry. MSTS currently utilizes to the 
maximum practicable extent the lift capacity which the American 
merchant marine is able to furnish for transportation of Government 
cargo. 
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Private industry possesses no passenger ships which can be effec- 
tively and efficiently used as troop transports without extensive con- 
version which would remove them from availability as passenger 
vessels. 

Commander, Military Sea Transportation Service, is opposed to 
the proposed bill for the following reasons: 

(a) While the apparent intent of the proposed bill is to require 
the Department of Defense to utilize privately operated American 
shipping services in all cases when and where they are made avail- 
able, the wording of the bill imposes unacceptable restrictions upon 
the Department of Defense with regard to flexibility of the operations 
of vessels in its custody in meeting sudden and variable military re- 
quirements and in support of current emergency plans approved by 
the Joint Chiefs of Staff. Under present unsettled world conditions 
it is essential to the national security of the United States that the 
Department of Defense have a nucleus fleet of naval controlled and 
operated vessels of sufficient readiness, mobility, and location to as- 
sure the sea transportation of at least the vital minimum of military 
supplies and equipment in support of military operations overseas. 
In the absence of such a nucleus fleet of naval controlled and operated 
vessels, the only ocean logistic support available to the Department 
of Defense at any time short of full mobilization would be commer- 
cial vessels operated in either the berth or tramp industry and volun- 
tarily made available. The long-term commercial commitments of 
ship operators and their commercial position with their civilian 
customers would be adversely influenced by the threatened necessity 
of Government requisitioning of their ships during present unsettled 
world conditions. The proposed bill would, by “inference, tend to 
place the responsibility of assuring the success of military operations 
overseas in the hands of the commercial shipping industry. 

(b) This bill would result in the armed services being deprived of 
a means to effectively meet an emergency situation cre eated y inter- 
ruptions in the operation of privately owned American shipping re- 
sulting from labor-management disputes. Under such conditions the 
Department of Defense would be unable to provide for the transpor- 
tation of the minimum amount of supplies, equipment, and personnel 
considered vital to the successful support of Armed Forces in over- 
seas areas. This is of particular importance, for example, in the 
case of such operations as those in Korea, where actual combat condi- 
tions prevail. While organized labor, which can evercise effective 
control over shipping has, in the past, assisted in the movement of 
essential military cargoes, many complications arise when ships carry 
both military and commercial cargoes. There is no assurance that 
responsibilities which appropriate sly are placed in military authorities 

can be permanently placed with any degree of security upon the many 
unions involved in shipping oper rations by such a bill as proposed. 

(c) The second sentence of the proposed bill, which reads as 
follows: 


Any shipping services performed by Government-owned or operated vessels shall 
be auxiliary and supplementary to such services as are being or can be supplied 
by privately owned and operated vessels. 


does not recognize the basic necessity for the existence of a MSTS 
nucleus fleet. Furthermore, the proposed bill does not place any 
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responsibility on private shipping operators to make available their 
capacity or ability on any aoa le basis and, consequently, the 
proposed bill eliminates a vital protection to the security of the United 
States Government, that is, it eliminates the assurance of the sea 
seenceaue of vital supplies and personnel in meeting sudden and 
variable military requirements. The MSTS nucleus fleet exists basic- 
ally to provide this assurance. Accordingly, the opposite philosophy 
should prevail; that is, the MSTS nucleus fleet should be the basis 
of the Government operation and the privately owned and operated 
vessels be the auxiliary and supplementary factor. This is in accord- 
ance with the declaration of policy, section 101, Merchant Marine Act 
of 1936, as amended, which states that the United States shall have a 
merchant marine capable of serving as a naval or military auxiliary 
in time of war or national emergency. 

(d) The proposed bill provides the use of privately owned and/or 
operated vessels shall be at fair and reasonable American rates and 
charges without fixing the responsibility for such determination. 

(e) The second sentence of the proposed bill provides that the 
nucleus MSTS fleet of Government owned or operated vessels shall 
be auxiliary and supplementary to such services, of private operators, 
without placing any responsibility on private shipping operators that 
they will make available their capacity or ability on any dependable 
basis and, in addition, does not recognize the necessity of maintaining 
a nucleus fleet of naval controlled vessels necessary for the assurance 
of the sea transportation of vital supplies and personnel in meeting 
sudden and variable military requirements. 

(f) The proposed bill provides that “nothing herein contained shall 
impair or threaten the national security of the United States” without 
placing the responsibility for such determination in the appropriate 
person or agency of the Department of Defense which has responsi- 
bility in this important matter. 

(g) This proposed legislation is not only considered unnecessary 
but undesirable. There is presently effective within the Department 
of Defense a directive which states, in part, that the general policy of 
the Department of Defense is to use privately owned and operated 
maritime vessels to the maximum practicable extent under circum- 
stances where such facilities are voluntarily made available by the 
industry, giving due consideration to specific conditions that may exist 
in any combat area. There is also in effect a memorandum of agree- 
ment between the Department of Defense and the Department of 
Commerce, concerning the relationship of the National Shipping 
Authority and the Military Sea Transportation Service. It is con- 
sidered that the effect of the above-mentioned documents renders 
unnecessary the enactment of the proposed bill. The Department of 
Defense is endeavoring to protect private shipping interests as far as 
is consistent with the national interest. Enactment of this measure 
would put the shipping interests ahead of the national interest. 

Gentlemen, you will find some graphs and some charts which go into 
the statement and I wish to express my appreciation for this oppor- 
tunity to give what I believe is the first comprehensive statement on 
the operations of my organization. 

Mr. Weicuev. Admiral, I notice on page 4 of your statement that 
you said $475 million was paid directly to commercial interests. 

Admiral Denrprink. Yes, sir. 
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Mr. Weicret. That includes charters, privately owned, and char- 
ters with reference to Government-owned, and including some liner 
berth space. 

Admiral Deneprrn«. Yes, sir. 

Mr. Weicuev. Regarding the percentage of payments to liners, you 
don't know what that is offhand, do you, just roughly, out of the 
$475 million ? 

Admiral Denesrink. It would be $121 million plus $26 million, 
roughly $137 million. 

Mr. Weicnet. Which was paid for liner operations? 

Admiral Denesrrn«c. Yes, sir. 

Mr. Weicue.. Going over to page 6, the privately-owned commer- 
cial ships that were offered to the Government for charter total 163 
ships that were owned by private commercial interests and which were 
offered to the Government for its use. I notice in that 163 ships there 
are not very many good-type ships or fast-type ships. I notice 96 are 
Liberty ships. 

Admiral iemsonnitial That is right. 

Mr. Wercuet. Five of them are Victory ships, 5 C4’s, 7 C3’s, and 
§ C2’s, a few special ones and 30 tankers. 

Admiral Deneprinx. Yes, sir. 

Mr. Weicuer. That 163 does not represent a high-class fleet of 
commercial ships; does it ? 

Admiral Denesrtnkx. The 96 Liberty ships represent the majority 
of the American tramp fleet. 

The five Victory ships are good, fast ships. 

Now the 30 tankers are good tankers. They are comparable to the 
T2’s which we get in the open market and they are good ships, but 
the 129 ships basically are not good ships. 

Mr. Wertcuev.. What I am getting at, of the 163, 96 are Libertys 
and they are not a high-grade ship. 

Admiral Denesrink. That is right. 

Mr. Weitcuev. Those are the ones that are private and that is what 
they own and that is what they offer you. I find on the next page 
141 ships that are owned by the Government, the 10 new Mariners, 
the 114 Victory ships which are a high-class and faster shipper, 1 Lib- 
erty, and with that group the commercial private owners do not own 
that type of ship at all, do not have any investment in it, do not offer to 
the Government, but the Government owns it and gives it to them to 
operate. 

So with reference to giving business to privately owned commercial 
freight, there isn’t much of a privately owned commercial fleet offered 
of the 800 ships that the Military Sea Transportation Service is 
making use of; is that right? 

Admiral Denerrin«. I think by and large that is a good state- 
ment, Mr. Chairman, but I would like to point out that we are taking, 
and you must remember that the private ships offered us must be on 
a voluntary basis, and they come to us under 2 categories with ship- 
ment of cargo in the berth liners, and I pointed out that 4614 percent 
of the cargo which we have shipped in the last 14 months is done in 
those privately owned berth-liner ships. 

Now the next segment is the tramp fleet which Mr. Coles was testi- 
fying to yesterday, and you will see that the number of ships that we 
have under charter to them, and you should bear in mind that we do 
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not use the general-agency ships other than after we have exhausted 
private industry. 

Mr. Weicuet. With reference to the privately owned ships, and the 
commercial operators, they do not have much investment in the good, 
eflicient type of ships such as are owned by the Government. 

Admiral Denrsrinn. Yes, sir. 

Mr. Wetcnet. And you are making payments to them without any 
investment on their part. That is what I was getting at. 

Admiral Denesrinx. That is right. 

Mr. Weicuet. So that with reference to privately owned commer- 
cial ships not being able to get any Government business on their 
ownership, they will maintain they have privately owned ships to 
operate, and they are being paid for operating the ships that the Gov- 
ernment owns and which they will not purchase for the business. Is 
that about what it amounts to? 

Admiral Denrsrink. That is what it amounts to. 

Mr. WertcueL. The committee has permission to sit during general 
debate so that if some of you want to go over to answer the rollcall 
we may sit here for the last call because we have a right to sit through. 

Mr. Auten. Could we go over and answer the call and then come 
back ¢ 

Mr. Wertcuet. We will recess until 11:45 this morning. 

(At this point a short recess was taken.) 

Mr. Weicuex. We will come to order, please. 

Admiral Deneprink. May I introduce the gentlemen who are with 
me, please. They are Rear Adm. R. E. Wilson, Deputy Commander 
= Chief of Staff; Capt. B. J. Mullaney, Plans and Policies; and 

Capt. C. G. Warfield, ¢ Toongiaelioe: 

Mr. Wertcnet. Mr. Tollefson. 

Mr. Totterson. You talked about a nucleus fleet, and your present 
nucleus fleet is 260 in number, according to your statement. Is it your 
thought that that should be a permanent nucleus fleet in peacetime 
or war? 

Admiral Denrprtnx. Mr. Tollefson, we feel that we must have a 
nucleus fleet of suitable ships as to size and speed and in certain in- 
stances of certain qualifications. 

Mr. Totxerson. I think I would agree with you. The only question 
that comes to my mind is, How should that be? 

Admiral Denrssrink. Yes, sir; and that is the $64 question with us 
at all times, to be sure that our nucleus fleet remains at a ceiling which 
is a minimum commensurate with the obligations imposed upon us 
by the Joint Chiefs of Staff. 

Mr. Totterson. Presently those obligations are of such magnitude 
that you need your nucleus of 260 ships and you also need your Mili- 
tary Sea Transportation Service commercial fleet of 304 ships 

Admiral Deneprtnx. Yes, sir. 

Mr. Totierson. Suppose our military picture changes and we quit 
fighting in Korea and are not fighting any place and we get back to a 
more normal kind of a life, are you prepared to say that at that period 
you would need a nucleus fleet of 260 ships? 

Admiral Denesrinxn. I do not think that we would need a nucleus 
fleet of that number of ships, but I think we should always maintain 
a reduced size of nucleus fleet commensurate with our obligations. 

33116—53—pt. 1—11 
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Mr. Totzierson. That would be more truly a nucleus fleet, that 
number which you had in peace time; would it not 

Admiral Deneprin«x. Yes. 

Mr. Touterson. Are you prepared to suggest any number of ves- 
sels at this time? 

Admiral Denrrrinx. I do not think I could give a good figure, sir. 

Mr. Totierson. I appreciate that the Military Sea ‘Transportation 
Service has been in operation only 314 years and might not be pre- 
pared to say at this time. ‘ij 

Admiral Denresrinx. You see, Mr. Tollefson, the Military Sea 
Transportation Service commenced in October of 1949 and in June 
of 1950 the Korean war was upon us, so we do not have a big experience 
in normal peacetime operations. 

Mr. Totierson. I was interested in your statement to the effect 
that 75 percent of all Military Sea Transportation Service funds spent 
in fiscal year 1952 were spent with private industry. That means that 
you spent roughly, according to your figures, about $600,000,000 in 
1952, the fiscal year. 

Admiral Denrsrinx. $638,000,000 in fiscal year 1952, and of the 
total payments made direct to commercial interests, it was $475,- 
000.000. 

Mr. Totterson. Now then, I am interested in knowing whether or 
not within that $630 million spent in fiscal year 1952 are included the 
costs of operating this nucleus fleet. For instance, in this nucleus 
fleet, on page 5 of your statement, you list 27 Government-owned 
Navy-custody and Government-operated ships. They are manned by 
the Navy. Is that cost on the operation including just, for example, 
the Navy pay included in the $600 million ? 

Admiral Denesrinx. All of the cost of the operation except the 
cost of military pay is included in the operation, and also the military 
subsistence would be excluded. 

Mr. Tou.erson. In that $600 million, is there also charter hire for 
the Government-owned vessels ? 

Admiral Denrsrink, We do not pay the Government for the char- 
ter of any nucleus-fleet ships. 

Mr. Tortterson. And that would be true also with your next cate- 
gory of nucleus ships, the 133 vessels that are Government-owned, 
Navy-custody, and operated by civilian personnel, civil-service per- 
sonnel ? 

Admiral Denesrink. There would be no charter hire for those 
ships. The entire cost of the operation would be included in our 
$600 million plus. 

Mr. Totterson. That is true also of the next category of the 100 
ships that are owned by the Government in the Navy custody and are 
contract operated / 

Admiral Denesrinx. That is correct. 

Mr. To.iEerson. Are there any other costs aside from the charter 
hire that are not included in the $600 million, such as insurance? 

Admiral Deneprinx. In connection with the 62 tankers, I am 
thinking now in connection now with the ships, the general-agency 
ships, perhaps I had better hold on to that until we get to that part. 

Mr. Totterson. You cannot say as of this moment whether you in- 
clude the cost of any insurance on these ships in that $600 million 
figure ? 
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Admiral Denrsrtnx. We do not pay any insurance costs for the 
Government-owned ships. 

Mr. TotieFson. In your statement on page 7 under the subheading 
of “MSTS commercial fleet,” you list 141 vessels which are Govern- 
ment-owned in maritime custody. They are privately operated with 
civilian crews. Are these ships chartered by the private operators or 
are they just operated ? 

Admiral Deneprink. They are operated by these private opera- 
tors under a general agency agreement with the National Shipping 
Authority. 

Mr. To.txrson. Do you know if any charter hire is paid for them? 

Admiral Denesrink. Well, we pay a fixed fee for those ships. 

Mr. Totterson. In your statement you say that full utilization is 
made of commercial berth services. I have been particularly inter- 
ested in the Alaska shipping problem, which has been quite a constant 
one since the end of World War II, and before asking you a question 
I want to repeat a statement I heard from one of the Alaska lines to 
the effect that without much question they are going to terminate 
their passenger service to Alaska which they have operated for a great 
many years, maybe 40 years. 

I asked the manager or the representative of the company if the 
Military Sea Transportation Service operated up to Alaska and he 
said “Yes.” You do operate up to and from Alaska ? 

Admiral Denesrtnx. That is correct, sir. 

Mr. TotiEerson. Do you have any idea how many ships you operate 
up there? 

Admiral Drenreprtnx. My record indicates that within the Alaska 
area we have 4 tugs, 1 LST, and 3 small cargo ships, but that would 
not be the proper answer to your question. We send more ships up 
there. 

Mr. Totierson. I have assumed from what I have heard that there 
would be more ships operated by the Military Sea Transportation 
Service and the ships operated by the Military Sea Transportation 
Service in the Alaskan trade carry troops up there, do they not? 

Admiral Denrsrink. Yes, sir. 

Mr. Totterson. And they carry dependents up there too; do they 
not? 

Admiral Deneprink. Yes, sir. 

Mr. TotreFson. How about civilian employees in military installa- 
tions? 

Admiral Denrsrinx. I would not know at the moment. You see, 
our position is that the Army or the Navy or the Air Force present 
their requirements to us and let us take this Alaska run for example 
and they say, “We want to send so many hundred people to Alaska 
next month and so many hundred the following month.” 

We put a ship on berth to lift that number of people. Who the 
people are is not our concern. It is up to the sponsoring service to 
comply with the law and the regulations as to whe is carried. They 
load them on board and we transport them. 

Mr. Totterson. Would you have any way of finding out how many 
military dependents and how many civilian personnel the Military 
Sea Transportation Service carried to Alaska in 1952? 

Admiral Denzsrtnx. We can give you that figure, sir. 
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Mr. Totixrson. Will you do that, supply it for the record. 

Admiral Denesrinx. Yes, sir; I will provide it for the record. 

Mr. Totterson. Looking at one of your figures, and I do not know 
the exact page at this moment—oh, yes; on page 4 of your statement, 
you itemize this $475 million payment to commercial interests and 
your second category is shipping contracts with the American-flag 
berth operators and you show an expenditure of $37,926 for passenger 
ships. That would seem to indicate that the Military Sea Transpor- 
tation Service was not using berth-line commercial operators for 
passenger service. 

Admiral Denesrtnx. Well, I am glad you asked that question 
because I think that what we need to discuss is the question of the 
difference between berth term and shipping contracts. We ship car, 
in an American-flag privately operated ship and these berth ships p M 
a regular schedule on a regular route. There are two ways that we 
ship this cargo—small shipments at normal commercial rates. We 
use the jargon of berth term rates. That is the normal commercial 

rate that anyone would have to pay that company. 

But then, when we went to ship larger amounts of cargo in these 
ships, sometimes involving a shipload lot, we will use what we call 
a Givwien contract and we get a material reduction in rates because 


of our volume of business in that particular case which we generate. 

Mr. Touxerson. I think I did not make my question clear. Refer- 
ring to that item of “Passenger ships, $37,926 expended,” was that 
just for cargo? 

Admiral Denerrinx. That was just for cargo. 

Mr. Totterson. I misunderstood that. 

Admiral Deneprinx. That was just for cargo on a shipping con- 


tract. Well, a shipping contract is a reduced rate and is generally 
given for big volume and so, consequently, we would carry very little 
of that ina passenger ship. 

Mr. TotteFson. Coming back to the question I have in mind, I am 
thinking now about the Military Sea Transportation Service, ships 
carrying military dependents and military civilian personnel, and, as 
I previously indicated, I am interested in the Alaskan shipping situa- 
tion because military dependents are carried there and military civilian 
personnel are being carried there. 

Iam w ondering if you are actually making full utilization of the 
berth lines that can run up carrying the military dependents and your 
military civilian personnel. 

Admiral Denesrin«. I think I should clear that up because we do 
not ship our dependents in private ships unless we have exhausted our 
own capability, and the only place that I know of where we are 
using private passenger ships is in the Atlantic run where our overall 
passenger capability is not adequate to meet the requirements of the 
services, and so in the slack seasons we have been getting space from 
the United States Lines in the United States and in the Asnarscn during 
the offseason months in order to make up our deficits, but we are not 
carrying passengers in the Pacific run or in the Caribbean run or in the 
Mediterranean run. 

Mr. Totierson. Isn’t that one category of shipping service that you 
could well be handling by private lines rather than by Military Sea 
Transportation Service? 
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Admiral Deneprinx. There are two kinds of passenger ships which 
Military Sea Transportation Service operates. By and large we have 
a large number of what we call austerity troopers, and the word “aus- 
terity” is used to indicate that they have minimum luxuries. They are 
not fitted up to carry dependents and they carry troops and they carry 
their officers. We do not put dependence on those ships because there 
are no accommodations for them. 

Now, we get what we call our dependent carriers. They are fitted 
with staterooms and cabins to accommodate the dependents who are 
permitted to go overseas in accordance with the law. If we were to 
not put the dependents i in our ships and merely restrict our passenger 
carrying to troops, we would then be going with a considerable part 
of our space unfilled and therefore it would be an additional expense 
to the Government and you gentlemen would be charging with not 
carrying on an economical operation. 

Mr. Touizrson. The Militar y Sea Transportation Service then does 
apparently operate some passenger ships. 

Admiral Deneprink. Yes, sir. 

Mr. Touterson. According to your statement, you have been in oper- 
ation, roughly, 314 years. During World War TI and thereafter until 
you went into operation, the military dependents and the military 
civilian personnel were carried to and from Alaska on berth lines. 
Since you have been in existence you are carrying those people now. 
Have those operations had the same effect on passenger service in 
other areas than the Alaskan service ¢ 

Admiral Deneprink. I would not know about that, Mr. Tollefson. 
I don’t know of my own knowledge and I am sorry that I cannot tell 
you with regard to the movement of passengers prior tothe war. I do 
know we carry dependents up there now. I do know that we used to 
carry dependents to the Far East on the Dollar Line. I went there 
once myself in 1928 on the Dollar Line. 

I would like to refer to this Military Sea Transportation Service 
passenger-traflic chart at the back which lists the total number of 
military dependents carried during calendar year 1952, which was 
167,000 and the other cabin passengers carried, and I presume that 
they would be people accredited, civil-service personnel, possibly con- 
tract employees, a total of 157,000 and, then, if you will notice, we 
carried in the Japan-Korea troops in what we call the shuttle out there, 
865,000. But those two figures give you a good scrutiny of our mili- 
tary dependent volume and our other volume. 

(The following was later supplied for the record :) 
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Mr. TotierFson. I think I commented about the Alaska line which 
made mention of the fact that the Military Sea Transportation Serv- 
ice was carrying passengers to and from Alaska, and 1 asked the rep- 
resentative of the « ‘ompany if the Military Sea Transportation Service 
used the Alaska line to carry the military dependents and civilian 
personnel, if then they could remain in business and he said, 
“Unquestionably.” 

Those are all the questions I have at this point, Mr. Chairman. 

Mr. Weicuex. Mr. Bonner. 

Mr. Bonner. Admiral, we have under consideration this proposal 
to subsidize tramp vessels, having as a reason the national defense. 

In your third basie mission, you state that it is to plan and be 
capable of expansion in time of war as the Joint Chiefs of Staff 
direct. Does that mission contemplate that with the personnel that 
the Military Sea Transportation Service now has and what you con- 
template having would be capable of expanding the reserve to take 
care of any emergency conditions in time of war or threat of war 

Admiral Deneprink. Mr. Bonner, I would say that we would look 
to the National Defense Reserve Fleet in time of war. That is under 
full-mobilization conditions, we could look to them through the Na- 
tional Shipping Authority for our ships, but it would not be until 
the full-mobilization condition that as I see it, according to our 
directives, that we could go to the National Defense Reserve F leet. 

Mr. Bonner. Did you understand my question ? 

Admiral Denrprinx. I thought I did. 

Mr. Bonner. Is your program outlined so as to scatter your present 
personnel over the Reserve Fleet and augment it with trainees so as 
to man it in case of emergency ? 

Admiral Denrpsrink. No. 

Mr. Bonner. That is not the mission you speak of here? 

Admiral Denrerinx. No. 

Mr. Bonner. I was misled by your third statement of planning to 
be capable of expansion in time of war. What are your plans there to 
which you refer to be capable of expansion in time of war? Isn't that 
the mission of the Military Sea Transportation Service, to supply the 
national defense ? 

Admiral Deneprinx. That is correct. 

Mr. Bonner. That isn’t what this means then ? 

Admiral Denrerink. My answer was based upon use of Naval Re- 
serves to man the ships in time of war. We would look to the civilian 
merchant marine to man these augmented ships, augmented number 
of ships. 

Mr. Bonner. What does this mean “to plan and be ce: spable of ex- 
pansion in time of war as the Joint Chiefs of Staff direct”? 

Admiral Denesrin«. To plan and be capable of expansion of our 
entire organization, including expanding the number of ships which 
we would operate which we would, under a period of full mobilization, 
get from the National Reserve Defense Fleet through the National 
Shipping Authority. 

Mr. Bonner. That is what I construed this to mean. 

Admiral Deneprin«. Yes, sir. 

Mr. Bonner. If that is the case then, is it necessary that the Federal 
Government subsidize tramp vessels to keep them available? 
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Admiral Denrsrinx. Well, I think that is a policy question. It is 
a little beyond my scope. 

Mr. Bonner. I was wondering if these two things were together 
in this third mission which you have listed here. 

Admiral Denrerinx. Well, our limit is to use the available privately 
operated merchant marine to the maximum capacity after we use our 
nucleus fleet. 

Mr. Bonner. This is the available merchant marine. 

Admiral Deneprink. Yes, sir. 

Mr. Bonner. Do you look to the National Shipping Authority to do 
the training and recruiting of the personnel on the vessel or ship in 
case of emergency ? 

Admiral Denresrinx. No. We would have to go to the Maritime 
Administration for that, Mr. Bonner. 

Mr. Bonner. Well, now, if the country found itself in a complete 
war, let us say tomorrow, what plans have you now for such a situa- 
tion as that to augment the supporting fleet? Do you have plans now? 

Admiral Denesrrnx. Yes; we do. 

Mr. Bonner. That is to break out the reserve fleet and man it? 

Admiral Denesrink. That is correct. We have plans for it. 

Mr. Bonner. That is what I asked you at the beginning, if you had 
— to break out the reserve fleet in case of emergency. 

Admiral Denesrink. We have plans today that upon the demand 
upon the National Shipping Authority, in accordance with a phased 
program of activation of ships, they would have to provide the per- 
sonnel. 

Mr. Bonner. Are you under the direction of the National Shipping 
Authority, or their authority ¢ 

Admiral Denrprinx. No, sir. 

Mr. Bonner. You are two separate and distinct organizations ? 

Admiral Denresrink. Two separate and distinct organizations. 

Mr. Bonner. Do they have authority over you? 

Admiral Denrsrink. No. 

Mr. Bonner. What would they do in case of an all out emergency ¢ 

Admiral Denesrin«. I feel sure that they would 

Mr. Bonner. What is their function? 

Admiral Denesrinx. Well, they are set up under an Executive or- 
der. I do not have a copy of it. 

Mr. eee I am trying to find out whether both are necessary, 
you and the National Shipping Authority, to clear this up. 

Admiral Denzpsrinx. I think I would like to answer that by say- 
ing that I sincerely believe that we are necessary, and I don’t know 
that I am in possession of information with regard to them. But I 
certainly would like to testify that I feel we are necessary. 

Mr. Bonner. Certainly I would expect you to so testify, but I am 
wondering whether they are necessary or not since you are in an all-out 
operation and you are going to do these other things. I wondered 
what your view might be on that. 

Admiral Denrprinx. I have been told that when there were certain 
activities of Government when there was more than one activity, they 
looked to the National Shipping Authority, such as during the time 
when MSA was very active. 

Mr. Bonner. The Mutual Security Administration ? 
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Admiral Denrprink. Yes, sir; and they went to the National Ship- 
ping Authority for a large number of ships and we also went to the 
National Shipping Authority for a large number of ships. They per- 
formed a function for the Maritime Administration in breaking out 
these vessels, manning them, getting them drydocked, getting their 
inventories aboard, and turning them over to us. 

Mr. Bonner. It is a function that you are prepared to do? 

Admiral Denesrinx. No; I do not consider that we would be in 
a position to do that, Mr. Bonnner. 

Mr. Bonner. Al] right, sir. Mr. Tollefson was asking you with 
respect to the operators in the Alaskan trade and I gathered from 
what he said that you were about to put the private operator out of 
business; is that correct? And what will happen after the ship is out 
of business, to take care of the civilian needs in that area? 

Admira] Denrerink. I am not in possession of information with 
regard to the requirements for civilian cargo or civilian passengers up 
there, but it would seem to me from what little I know about it that 
there still is a need for private shipping up there because we are not 
permitted to carry private passengers. 

Mr. Bonner. But with the deletion of that part of the national- 
defense movement of personnel and certain other things, it has made 
it very lean for the private operators in that area; is that correct? 

Mr. Totierson. That is correct. 

Mr. Bonner. Which is a subject that this committee has always 
been interested in, supplying services to Alaska. 

Mr. Totierson. That is correct. 

Admiral Denrsrin«. I think it should be borne in mind that our 
operation is not in any way to subsidize the private operators. We are 
not in that business. 

Mr. Bonner. Neither is it your duty to take away the market from 
the private operators. 

Admiral Denesrink. We are not carrying any of the civilian pas- 
sengers to and from Alaska. We are not carrying any of the civilian 
cargo to and from Alaska. 

Mr. Bonner. Do you use the civilian operators in that area to the 
fullest extent? It is a little different in that area, I presume, from 
areas that we speak of on the high seas and international movements. 

Admiral Denreprin«. I am certain that we are utilizing that com- 
pany to the maximum practicable today. I can get figures for you. 

Mr. Bonner. That would be of some interest. 

Mr. Tot.erson. I would like to know that from your point of view. 
Excuse me, Mr. Bonner. 

Mr. Bonner. I am interested in it, too. 

Mr. Toui.erson. Because their position is directly contrary to yours. 
They say you are driving them out of business, particularly with 
passenger service. 

They publicly announced in the press that they are going to with- 
draw very quickly from this service unless some relief is forthcoming, 
a service which they have provided for the last 40 years. 

Admiral Denesrinx. Admiral Wilson would like to speak to that. 

Rear Adm. R. E. Wirson. It was not a sudden change of pattern 
when we went into existence in October of 1949. At that time we took 
over the Army Transport and the Navy Transport. We serviced 
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Alaske largely by ships en route to the Far East and returning, and 
those are heav ‘ily loaded troopers with cabin space available. Much of 
our military passengers going to the Far East go on those routes, 

Mr. Totierson. And there will be military dependents? 

Admiral Witson. Yes, sir. 

Mr. Totierson. And civilian employees of the military ? 

Admiral Wixson. Yes, sir; as sponsored by the shipper services, 
but there was not an immediate, sudden change of existing patterns. 
The changes that took place were by virtue of the fact that we have 
now more ships in Pacific service as a result of Korea than perhaps 
we did in 1948 or perhaps the Army did in 1948 or 1947. 

Also, there has been an increased volume of military personnel in the 
Alaskan theater, but those are factors that would tend to change the 
pattern, but it was not a sudden change. There was not a reversal of 
a previous policy at all. In the days before the Military Sea Trans- 
portation Service the military forces in Alaska were down at a low 
ebb. There was practically nothing up there. The rollback was on 
the way, and the magic carpet, and so on. 

Mr. ‘Totterson. During the war you had a lot of forces in Alaska? 

Admiral Witson. There was no commercial shipping up there. 

Mr. To.itxerson. The shipping authority took over the ships and 
operated them under contract or charter, but soon after the war the 
military began building a lot of installations in Alaska, did it not? 

Admiral Wirson. There was quite an interval when it was pretty 
bleak in Alaska so far as military installations or military personnel 
was concerned. I don’t know the exact timing on that. 

Mr. To.tierson. Do you mean to say that after World War II there 
was a period when there was hardly any military personnel in Alaska? 

Admiral Deneprrnx. I don’t think you could put it that way, but 
I do think that during the war when they had a lot of military 
personnel up there they had no dependents up there and the military 
personnel would normally go up in our troopers or in the Army 
troopers or in the Navy troopers. 

I was in Alaska in 1947 and they certainly had a large military 
establishment up there. They had a lot of dependents up there at 
that time. 

So what we are perhaps talking about is the increase in the depend- 
ent travel since the war and that dependent travel goes in our Military 
Sea Transportation Service ships as a matter of economy. 

Mr. Toxterson. You cannot supply the figures with respect to the 
transportation of dependents and civilian personnel prior to the time 
your organization came into existence? 

Admiral Denrsrinx. No, sir. 

Mr. Toiierson, But you can provide it for 1952? 

Admiral Denrprink. Yes, sir. 

Mr. Totierson. And you will do that? 

Admiral Deneprink. Yes, sir. 

(The information referred to follows :) 


List or PASSENGERS (NONMILITARY) Lirrep To AND From ALASKA DuRING Fisca, 
YEAR 1952 


During the fiscal year 1952 there was a total of 7,788 nonmilitary passengers 
transported between continental United States ports and Alaskan ports. The 
breakdown of these passegners is as follows: 
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Category Cabin Troop 








Civil- service employees - Salida cicudsévetpidbddidincddedusagad j 700 
Contractor's employees Se aa oan 7 206 
Dependents of military pe rsonnel ' 5, 955 | 5, 975 
Dependents of civil-service employees_..............--- | ee 713 
Dependents of contractor’s employees ! nek 45 
Red Cross... 3 ‘ wowhlied ‘ J 4 
All others, revenue... wdatetens ‘oatulatonise yo 146 
All others, nonrevenue................--.- 299 


| 7, 788 


Total passengers. .........- 
| 


1 All personnel sponsored by the military departments under revenue conditions, as required by regula- 
tions, and including civil-service and contractor’s employees who have broken their contract and thereby 
revert to commercial status. 

2 Ajl personnel sponsored by the military departments who are not included in any of the above categories, 
This category may contain groups under special sponsorship of the department as permitted by governing 
regulations. Space available groups are limited by regulations, 


Mr. Bonner. In the various categories under which you operate, 
there are cargo ships in all? 

Admiral Denesrik. That is right. 

Mr. Bonner. Have you got any figures to show which category 
operates on the most economical b: asis? Do I make myself clear ¢ 

Admiral Denrerinx. Which kind of ship operates the most 
economically ? 

Mr. Bonner. Of all categories you have 28 cargo ships listed on 
page 6, intership service, civil-service-manned, and then you have 
cargo ships in other c¢ :tegories also? 

Admiral Denrprink. Y es, sir. 

Mr. Bonner. The efficiency of operation in the various categories 
is what I am asking about. Which was more economical in these 
categories? 

Admiral Denesrtnk. Well, I would say, and I am sure this is what 
you want, berth shipping, the berth liner shipping of cargo is most 
expensive in what we call our term rates. Under our space charter 
rates, we get a more economical rate and hence better for the Govern- 
ment. The movement of cargo in a voyage charter tramp would be 
cneaper and the movement of cargo in a time charter tramp would be 
cheaper still. Is that the point you were trying to raise? 

Mr. Bonner. Yes. When you get over to the general-agency opera- 
tions, you have got 10 Mariners and 114 under general agency ? 

Admiral Deneprinx. Yes, sir. 

Mr. Bonner. What I would like to know is why did you get into 
general agency? 

Admiral Denresrrnk. We got into general agency in default of the 

ability of the private merchant marine to meet our needs and, secondly, 
we got into general agency because of the fact that the American tramp 
fleet is largely composed of slow, obsolescent Liberty ships which do 
not meet the needs of our requirements. And we felt that we must 
always have a nucleus of high speed, capable ships, of the Victory 
type, which we cannot get in ‘the tramp market because they are non- 
existent in the tramp market. 

There are two reasons why we are in the general agency: First, 
and this is particularly true at the present time, we have scraped the 
bottom of the barrel of the private merchant marine and we take 
everything currently that is being offered. 

Mr. Bonner. When I asked if you operate these other ships under 
your own supervision and operation, why didn’t you operate these 
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ships under your own operation instead of going into the general 
agency ? 

~ Admiral Deneprinx. We operated the general-agency ships where 
we were called upon 

Mr. Bonner. These are Government-owned vessels? 

Admiral Deneprink. Yes, sir 

Mr. Bonner. It is a fair question. 

Admiral Deneprink. Yes;thatisright. Itisa very good question. 

Mr. Bonner. It has interested me and if you know the back history 
of this committee, this committee had always hoped we would not get 
into general-agency operations. We had some experience with that 
and that is the reason I am asking it. 

Admiral Denrsrin«. The reason we get into that general agency 
is that under the terms of the joint memorandum agreement, it is laid 
down in the agreement between the Secretary of Defense and the 
Secretary of Commerce, they stipulated the order of priority that I 
will use shipping. 

Mr. Bonner. Somebody directed you to go into the general agency ? 

Admiral Denesrinx. That is right. They stipulated that when 
additional ships are required, and I am now quoting from the general- 
agency agreement, that when additional ships are required for Mili- 
tary Sea Transportation Services they are to be obtained from other 
sources, including general agency. 

And they then say that under conditions short of full mobilization, 
and if the condition we are in now, all additional shipping required 
above that required as indicated above will be obtained by the follow- 
ing means: 

First, the maximum utilization of available berth space whenever 
this is consistent with the merchant requirements. 

Secondly, the time charted of suitable privately owned merchant 
vessels to the extent these are voluntarily made available by the in- 
dustry ; and 

Third, the shipping provided by NSA under the general-agency 
agreement. 

So we are directed to carry this on in that fashion, and we do. 

Mr. Bonner. These 124 ships under general agency, cargo-type 
vessels, they are the best, aren’t they? They are the cream ? 

Admiral Denrprtnx. They are excellent ships. 

Mr. Bonner. The Mariner is the best you have got in the entire 
fleet ? 

Admiral Denesrinx. That is right. 

Mr. Bonner. It is very difficult for me to understand why, if your 
agency is important, which I am sure it is, and efficient, why you did 
not put this Mariner-type vessel in your own operation. 

Admiral Denesrinx. Because the Mariners—— 

Mr. Bonner. Instead of going out in general agency. 

Admiral Denesrrnx. The Mariners are owned by the military. 
They are not owned by us. 

Mr. Bonner. They are in the reserve fleets? 

Admiral Denesrinx. They haven’t put any in the reserve fleets 
yet. They have asked us to operate them because private industry 
will not take them. 

Mr. Bonner. Private industry will not take them but yet you go 
into private industry in a general agency to put them into service? 
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Admiral Denesring. That is right. 

Mr. Bonner. What is behind this business that you cannot get the 
ships in this operation instead of going out into general agency ? 

Admiral Denresrinx. We have no means. There is no machinery 
set up for us to take over a ship from the National Defense Reserve 
Fleet and operate it under our own operations. 

Mr. Bonner. Haven’t you got some ships out of the reserve fleet 
in your operation that you made requisition for ? 

Admiral Wuson. The general-agency form or bareboat-charter 
form is the closest approximation of a contract to the contract for the 
utilization of Government ships through the medium of private en- 
terprise. If we took those ships ourselves we would have to man them 
with civil-service personnel and increase our civil-service ceilings at 
a time every effort is being made to cut down Government employ- 
ment, and the general agency, or its predecessor the bareboat charter, 
is the most effective means of utilizing Government ships in the closest 
approximation you can come to private enterprise. 

Mr. Bonner. Would it be the best thing to put all these, for example, 
put all these vessels under general agency ? 

Admiral Witson. We cannot do that because we do not preserve the 
idea of the nucleus fleet. We feel that the nucleus fleet must be under 
firm Navy control. 

Admiral Deneprtnk. Under the terms of the charter, we are re- 
quired to protect the rights of those civil-service personnel under the 
old Army transportation service when we fell heir to them. 

Mr. Bonner, Of these 114 Victory-type cargo vessels, all of them 
evidently were in the reserve fleet. 

Admiral Denesrink. That is right. 

Mr. Bonner. You say that the reason these mariners were put in 
general agency was that they probably had not been in reserve fleet. 

Admiral Denesrink. We have taken the Mariners as they were 
completed. 

Mr. Bonner. But these 114 went into reserve fleet and were broken 
out for this general agency ? 

Admiral Denesrink. That is right. 

Mr. Bonner. And you have other vessels that were taken out of the 
reserve fleet and put in another category ? 

Admiral DENEBRINK. Well, the only way that we operate is to fol- 
low out the terms of this memorandum of agreement. 

Mr. Bonner. The National Shipping Authority makes the general 
agency contracts and turns the operations over to you then? 

Admiral Deneprink. Yes, sir. They make the general-agency con- 
tracts and the general agent operates the ships for our account and he 
can only operate the ships for our account. He cannot operate it for 
anyone else’s account. 

Mr. Bonner. If you directed a request to the National Shipping Au- 
thority, they could turn the ships over to you for operation without 
the general agency. 

Admiral Drenesrinx. It could, but it wouldn’t be in accordance with 
the memorandum. 

Mr. Bonner. But you could operate them just as well ? 

Admiral Deneprinx. We could operate them under bareboat. 
There would be certain complications that would arise where we 
would have to increase the level of our civil-service employment. We 
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would not go to the hiring hall for the personnel to man these ships. 
We would be engaged in the discussions with labor. 

Mr. Bonner. These four foreign-flag ships that you charter, is there 
a need for the construction of such type vessels for the American na- 
tional defense? 

Admiral Denrprinx. Yes; there is, Mr. Bonner. Perhaps I can 
fill you in on that. The ships are used for heavy lift and they are 
used in the Korean area. We have to lift locomotives and cars. 
There are no ships under the American flag to fill that requirement, 
so we have obtained the four foreign flag ships. 

You may be interested to know that we are currently in the market 
to modify two ships of the American flag. 

Mr. Bonner. How long would it take to amortize the cost of con- 
struction of these ships or similar vessels, taking into consideration 
what it is costing you to charter them ? 

Admiral Denesrink. Well, I think our charter hire is about $2,000 
a day for those ships; actually it is $2,600 a day. 

Mr. Bonner. How long have you been using them ? 

Admiral Denesrinx. Well, for 2 years we have had four ships out 
there. 

Mr. Bonner. At that rate it would be well for Congress to author- 
ize the construction of some of them. 

Admiral Denreprtnk. We are very strongly in favor of getting 
heavy-lift ships in adequate numbers under the American flag. 

Mr. Bonner. Who mans these ships? 

Admiral Denrsrink. These are foreign flags; foreign crews. 

Mr. Bonner. So you recommend to the Congress that this type of 
vessel be built in the American shipyards for the national defense? 

Admiral Denesrrn«. That is correct, sir. 

Mr. Wercuet. Mr. Allen. 

Mr. Auten. Will you yield for one observation ? 

Mr. Bonner. Yes. 

Mr. Auten. I believe it is currently considered not necessary to 
build the ships but to have the cargo handling gear put on the ships. 

Admiral Denrsrrnx. That is right. We are spending about $3 
million, we estimate, on these two ships and we are installing 150-ton 
lifts on them. 

Mr. Bonner. Did you say you would put in the record a breakdown 
of the per-ton cost of handling cargo under these various arrange- 
ments you have ? 

Admiral Denesrrn«. I do not remember that. 

Mr. Bonner. Well, you could do that, couldn’t you, so that it would 
reflect the most advantageous way of operation for the Military Sea 
Transportation Service ? 

Admiral Denesrink. We could do that, Mr. Bonner. We could get 
you the per-ton cost. 

Mr. Bonner. I would think for the benefit of all of us and for your 
own benefit in the future, the Military Sea Transportation Service, 
it would be advantageous. : 

I have had some questions in my mind as to whether or not it might 
be more economical for the Government to handle cargo in one wa 
than another. Here you have four different ways of doing it and, 
since you are going into the subject, it would be an advantage to just 
show which one of these ships is the most economical. 
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Admiral Denesrink. We will try and draw up something. 
(The following was later supplied for the record :) 


Cost or Lirrrne Carco By Various TypEs or MSTS Operation 


A comparison of costs per measurement ton to MSTS for transportation 
of cargo by various commercial arrangements and MSTS vessels (shipping con- 
tract, berth term, time charter, general agency agreement, MSTS assigned 
and voyage charter) during the period July 1, 1952, to February 28, 1953 is 
indicated below: 

July 1, 1952, to February 28, 1958 


| Cost per 1,000 
| metric-ton 


mes 





*harter a 44 l 
nd general a 29, 683,469 | 108, 292, 591 
shipping contract 21, 1€9, 584 84, 783, 356 


Berth term ae ‘ : 3, 706,327 | 24, 265, 045 


522, 607 $2, 792, 794 
| 
( 


If the above costs per metric-ton mile are applied to costs of moving a measure- 
ment ton over a specific route (San Francisco to Japan or New York to Europe) 
the following comparison is obtained: 


The nature and destination of cargo often determines what type of shipping 
accommodation is to be employed. Berth-term shipments are in general limited 
to; cargo that is shipped coastwise, short hauls, lifts to areas where the volume is 
too small to warrant shipping contract coverage and items of cargo which by 
nature are exempt from the terms of shipping contracts. 

Voyage charter is usually limited to extremely long haul bulk cargo, such as 
grain shipments. 

Thus due to the nature and destinations of cargoes transported by various ship- 
ping arrangements it is impractical to compare unit costs without reservations. 

In order to provide a cost per measurement ton that can be compared as far 
as practicable MSTS has developed transportation costs per measurement ton by 
various ship arrangement for the two major routes, San Francisco to Japan and 
New York to Europe. These costs are based on (1) transportation of general-type 
cargo; (2) eargo transported on Victory-type vessels for voyage charter, time 
charter, General Agency Agreement and MSTS assigned vessels and (3) the turn- 
around time for time charter, General Agency Agreement and MSTS assigned 
vessels which is 52 days on the San Francisco to Japan run and 40 days on the 
New York to Europe run. The costs are as follows: 


Cost by shipping arrangement 





San Franeisco| New York 
Japan, to Europe, 
M/T 





Voyage charter. 

rime charter . 

General agency agreement 

Shipping contract 

Berth term 4 : 
Military Sea Transportation Service 
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The voyage charter costs in the above comparison represent the approximate 
market conditions which exist at the present time. The voyage charter costs 
are less than the commercial time charter or general agency agreement costs 
due to the way voyage charters are utilized by MSTS. These charters are made 
to lift specific cargoes so that there are minimum delays in loading and the ships 
are available to the operators at destination to pick up commercial cargo to 
return to the United States. 

It is believed that voyage charters would cost slightly more than commercial 
time charters if all operating conditions were exactly the same. 

In comparing the cost of time-charter transportation to general agency agree- 
ment costs it must be kept in mind that general agency agreement vessels have 
the lowest priority in booking cargo to vessels. In general, general agency agree- 
ment yessels are employed to handle cargo requirements in excess of capa- 
bilities of commercial and MSTS assigned vessels. The general agency agree- 
ment type vessel bears the major portion of the fluctuation in shipping require- 
ments. This results in high costs of activitation and inactivation which is re- 
flected in the cost per measurement ton. 

The general agency agreement costs include $220,000 per ship for activation 


or 


amortized over 12 months and $25,000 for inactivation amortized over 24 months. 


Admiral Denesrin«. I would like to try and make it what I would 
call a normal period, a normal set of figures. The market varies 
in chartering of ships. Some days we can charter ships much cheaper 
than others. 

It has been testified here that we have been able to charter ships 
for as low as $1,275 on a time charter. The current rate is $1,800. 
Consequently, it still would be rather difficult to strike a mean when 
our prices vary. 

By the same token, I would like to make this point: About 40 
percent of our cargo is vehicular. A vehicle takes up space but it 
doesn’t weigh much. It is the old question of lead versus feathers. 
So we have a lot of trouble getting private operators to accept cargoes 
of vehicles because we do not get as much money out of it, frankly, 
as they can get out of some other c: irgo. So they are perfectly willing 
for us to put vehicles in one of our Government ships and we pay 

the freight, the Government pays the freight, and they accept a more 
preferential cargo and collect a higher fee, and that is one reason why 
we need a nucleus fleet. 

Mr. Bonner. That is right. 

Mr. Weicuet. In other words, they want to take care that they 
make the biggest amount of money and what they don’t make much 
on they don’t want. 

Admiral Denrprink. That is right. 

Mr. Auten. I would like to go into this passenger business. I am 
not adversely critical to your policy but I would like to get a little 
more information so I would have a sound opinion, whatever it 
might be. 

The question has been brought to my attention on a number of 
occasions in connection with the transpac ific passenger services that 
are available. I am wondering first what the difference is between 
the type of passenger operations that is noted on page 4 where $7 
million has been spent for privately operated general-agency passen- 
ger service, and what the passenger service is in some comparable 
way handled by the 53 transports noted on page 6. 

Amiral Denesrink. My Chief of Staff tells me that this item in- 
volves the use by Military Sea Transportation Service of the Wash- 
ington, the ste amship Ww ashington, and she was operated for a while 
by the Military Sea Transportation Service, and the LaGuardia was 
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also operated by the Military Sea Transportation Service, and, when 
need for those vessels was no longer essential to our volume, we turned 
them back to the maritime. 

Currently we are operating our Pacific transportation and are able 
to handle our current requirements. In the Atlantic we have a sur- 
plus in our transportation, but we have to maintain a fixed schedule 
in order to meet the rotational requirements of the service in bringing 
the uniformed personnel back on schedule. 

In the Pacific we have been very fortunate that we run a high 
degree of capacity most of the time. 

Mr. Auten. Do you have any comparable figures to show the econ- 
omy to the Government in either type of operation, the operation of 
the Washington under the general agency or the operation of a trans- 
port by the Navy ? 

Admiral Denesrtnx. Captain Warfield assures me that we can 
supply something in that regard. I am informed that the operation 
of both of those ships was very expensive. 

(The following was later supplied for the record :) 

COMPARATIVE CoST OF OPERATING THE STEAMSHIP “WASHINGTON” AND THE STEAM- 
sHip “LAGUARDIA” WiTtH MSTS DEPENDENT Type TRANSPORTS 

The cost of operating the Steamship Washington and the Steamship LaGuardia 
on a United States east coast to Europe run is as follows: 


Rate per 
| passenger 


aapaganepengnetpepraeetniine | oles —_ - a 


Direct Overhead “| Total | Passengers | 
| 
1 
"| 


| 
| 
a 


| 
8, 485 | $6, 231, 660 26, 415 | $235. 91 
314 1, 117, 061 4, 124 | 30 87 


799 | 7, 438, 721 } 30, 539 | 243. 58 


| 


| 
SS. Washington 4 $6, 203, 175 | 
8S. LaGuardia 1, 109, 747 


Total average “ on }. Fe 7, 312, 92 


The steamship Washington operated in the Atlantic for MSTS from November 
8, 1951, to December 9, 1952, and from December 10, 1952, to December 18, 1952, 
it wasina reduced operating status in which it made no voyage and had only a 
partial crew aboard. Final redelivery for permanent layup in the Reserve Fleet 
was made on February 12, 1953. The ne LaGuardia operated in the 
Pacific for MSTS from January 22, 1952, to June 13, 1952. The above costs and 
passengers, however, represent the operation of the steamship LaGuardia in the 
Atlantic where it operated for MSTS from June 27, 1952, to October 16, 1952, 
and was redelivered for permanent layup in the Reserve Fleet October 13, 1952. 

The cost of operating the MSTS dependent transports (U. 8S. N. S. General 
William O. Darby, U. 8. N. 8. General Maurice Rose, and U. 8. N. 8S. General 
Alexander Patch) on a United States east coast to Europe run during the fiscal 
year 1952 is as follows: 


Total direct 


eoat Overhead | Total 


Maritime design 


. 8. General Darby P2-SE2-Rl $3, 184, 221 ' 9,2 $3, 343, 432 
1. 8. General Rose j .| P2-SE2-Rl1 3, 027, 964 51, 3, 179, 362 
8S. General Patch P2- SE 2 Rl 3. 095, 639 54,7 3, 250, 421 


EEL cenclicnnsn tivenbotetbabe : ; 9, 307, 824 ; 9, 773, 215 


The United States Navy Ship dependent transports carry cargo and troop 
passengers as well as cabin passengers. The capacity of these vessels is 467 
cabin passengers, 1,453 troop passengers and 2,801 measurement tons of cargo. 
It is necessary to allocate part of the cost of operation to this type of service; 
47 percent of the total cost of operations is allocated to cabin transportation, 


83116—53—pt. 1——-12 
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50 percent to troop, and 3 percent to cargo. The cost allocated to cabin passengers 
and the cost per cabin passenger is as follows: 


| 
Number of | Rate per 
cabin pas- cabin pas- 
sengers | senger 


denice ——__—_}—__| 4. 


S.N $1, 571, 413 | 10, 115 $155. 35 
N 1, 494, 300 | 11, 143 134. 10 


1, 527, 698 | 10, 847 140. 84 


3. General Darby 
f Ta fF 
S. General Patch 


Total average | 4, 593, 411 ar 32, 105 bef 143. 07 


Mr. Aten. You said at one time, I believe, that the responsibility 
for placing either a passenger or a cargo list was with some agency 
other than your own, and you also indicated, I believe, that you might 
be criticized, somewhat justly, for running your ships at less than 

capacity. I am wondering whether the responsibility is yours for 
acquiring these 160,000 passengers who are neither military nor de- 
pendents or whether other agencies have designated those. 

Admiral Drenerrinx. That is their responsibility. Once a month 
the Army and the Navy and the Air Force submit their reports and 
they tell us how many people they want to carry over these various 
routes. We combine these requests and we match these total requests 
so as to be able to provide the space transportation. And they break it 
down into troops. They break it down into cabin class and we have 
to match that by putting ships alongside the dock within that month, 
and so we draw up a schedule of passenger ships and we meet our 
obligation in that way. We have no say as to who these people are. 
The responsibility is with them, the responsibility for their being 
carried rests with the Army, Navy, or Air Force. 

Mr. Auten. Wouldn’t it be true if you did run at less than capacity, 
particularly in the cabin class, there would be no justifiable complaint 
on the Military Se: Transportation Service? In other words, if the 
passenger list were not offered to you and the troop list was offered, 
where would you be subject to any complaint if you ran at less than 
capacity ¢ 

Admiral Denesrtnx. Well, my advisers point out here, Mr. Allen, 
that if we carried the troops but we did not utilize the cabin space in 
the ships that carried the troops, we would not be using that total 
ship most economically and most efficiently and the service would 
have to pay a private shipping industry for carrying those cabin- 
class passengers in private ships. 

Mr. Auten. My question is more whether that is your responsi- 
bility or not. 

To explain the purpose of the question a little better, we find our- 
selves subsidizing competing runs where there is an unnecessary or 
unjustifiable use of running a ship at less than capacity if you run 
it and possibly unjustifiably to subsidize a competing ship to yours. 
I am trying to find out where the responsibility lies and where the 
responsibility for fixing the ultimate policy lies. 

Admiral Denesrinx. I would like to have Captain Mullaney 
explain that. 

Capt. B. J. Mutianey. It is not competing in this sense that we 
move large bodies of troops. I commanded a ship in the Pacific a 
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couple of years ago and we had 3,000 troops aboard. We were not 
competing with the American President Lines or any other passenger 
service because if the Department of Defense were not permitted by 
some law, if we are not permitted to use the available space on our 
troopships, which is there anyway, it would be an additional, unneces- 
sary expenditure of Government funds and that is certainly not de- 
fensible. 

There is no competition between a troopship carrying 3,000 troops 
and a passenger ship carrying 500 cabin passengers because if we 
have to carry our troops in the commercial ships 2 to a room instead 
of 300 to a room, the cost would be enormous. 

Mr. Auten. I am not getting at the troop carrying in these ques- 
tions, but such people as for example—and I suppose this is the 
worst—such people as students coming over to the United States 
under some State Department arrangement to support them while 
they are here, being accorded the privilege of traveling on Govern- 
ment transportation rather than in the ships that we subsidized for 
that type of trade. 

Admiral Wuson. That is a very old one and we have wrestled with 
that thing. The total number of students in the haul, in that whole 
movement, was less than 500 and they were students brought over 
under Garioa funds and with those funds available the question was 
what was the most economical means to transport them. They were, 
in effect, properly sponsored by the Military Department responsible 
for the administration of those appropriated funds. 

Mr. Auten. I am not questioning the authority under which you 
carried that type of passenger and, as I said, I would expect that to be 
one of the extreme examples, But, on the other hand, we find our- 


selves subsidizing these passenger runs. How do we justify subsidiz- 
ing the wage differential of a crew sufficient to carry the passengers 
by a taxpaying service under a free enterprise sort of operation and 
then take the business on Government Se where the use of appro- 


priated funds might be less but the use of those funds also involves 
the loss of revenue that an ordinary taxpayer in that business would 
furnish to the Gvernment. 

In other words, you are dealing, as I see it, with the net figure shown 
as deducted from an appropriation, but I am trying to find out if 
there is anyone who takes the responsibility for comparing the actual 
costs to the American taxpayer of carrying those passengers in one 
of your ships or in one of the regular passenger ships. 

Admiral Wuson. I think it would amount to a subsistence of one 
sort or another. If we were forced to let this cabin space go idle, and 
if the services were forced to let the available cabin space go idle 
while patronizing private industry, their appropriated funds would 
be tapped for that purpose and you would in fact then be subsidizing 
a steamship line from military appropriations and it wouldn’t seem 
to be appropriate to do that. 

Mr. Auten. Would vou say that the carriage of the 500 students was 
from a military appropriation ? 

Admiral Wirson. Yes; it was. 

Mr. Auten. By what right did anyone appropriate military funds 
to carry those 500 students ? 

Admiral Wiison. That is a matter of high policy and it was in- 
volved in the Government aid in occupied areas. They were appro- 





174 AMEND 1936 MERCHANT MARINE ACT 


priated funds and by some interpretation the education of those 
people in occupied areas was considered a legitimate charge against 
military appropriations. ; . : 

Mr. Auten. I think I got half of my answer. It is a high policy 
decision, but who should make that decision ? Bi 

Admiral Denzprink. I would like to point out, Mr. Allen, that it is 
none of our business. 

Mr. AuEeN. I have one other question that is purely incidental 
to the fact that I was one of the visitors at Kings Point at the United 
States Maritime Academy and I found this report from both the 
people who operate the school and a number of the students who were 
there. 

The cadets are acceptable as Naval Reserve officers as one of the 
qualifications for admission and are bound to serve at sea after the 
graduation and I believe they are commissioned as Reserve officers 
immediately upon graduation. They are very apprehensive as stu- 
dents, and in some cases it has been the experience that they must 
apply to the Navy for active duty or the draft board will put them 
in the Army as buck privates or in a variety of positions where they 
make no use of their training. I presume that it would cost the Gov- 
ernment from $7,000 to $15,000 per man to educate them without re- 
gard to capital outlay. 

It seemed to me at the time in connection with the work of the 
Military Sea Transportation Service that there could be some policy of 
the Navy which would both assure immediate active service to that 
type of student, and a placement in some activity in which the training 
that the Government has paid for would be augmented by experience. 

Do you know if there is any consideration of that problem ? 

Admiral Denrprink. I don’t know what the policy is. I do know 
that I have had any number of Kings Point graduates serve on ships 
in my organization and I would like to state that I have been reliably 
informed that their performance was very high. 

Mr. Auten. My question directly is, Would you have any recom- 
mendation or any suggestion as to whom in the department there 
should be an application made for some policy that would alleviate 
this uncertainty on the part of the students and avoid the recurrence of 
this draft situation ? 

Admiral Denesrink. Captain Mullaney has some comment on that, 
I think. 

Captain Mutuaney. I think the idea is very sound and we would 
support it and it would appear to me that the unions might have a very 
good basis for yelling discrimination, because all the officers in the 
unions which we use and employ are not Kings Point graduates, and 
therefore you would be favoring a certain clique of the available 
manpower and I think we would be subject to severe criticism on that 
point. I think the point is very sound but you have got to take into 
consideration the licensed officers who have not had the advantageous 
education. 

Mr. Auten. I am not speaking of civilian employment, I am speak- 
ing of active duty with the military service which in this case would 
be the positive assurance that a Navy Reserve officer would be called 
to Navy reserve duty in line with his training after the Government 
has paid for that training. 
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Captain Murnanry. I understand that and I think it is a very 
good thing, but I still say that you would be guaranteeing somebody 
employment as against another man and he is in uniform as against 
another man who is not in uniform who is available for the same 
job. , , 

Mr. Auten. I still don’t get right on my point. The man is 
guaranteed employment by the draft board. 1 would like to guaran- 
tee him some employment where the Government training and the 
Reserve commission could be used for the further benefit of a well- 
organized Reserve. They would be more useful if ever called upon 
for more serious duties. 

Admiral Deneprin«. I think that the question of the type of ships 
that we have enters into that. The Bureau of Naval Personnel of the 
Navy Department does exercise policy decision with respect to the 
placement of these Naval Reserve oilicers to serve on active duty. 
Now, the question comes around to where do we put the Naval Reserve 
officers within the framework of the Military Sea Transportation 
Service. We could put them on our U. 8. S. ships. We could put 
them on our U.S. N. S. ships because those are licensed officers rather 
than Reserve officers. We could not put them in our chartered ships 
because there again we are hiring civilians, so I would say in the 
entire Military Sea Transportation Service organization, the only 
lace that we could put or employ these graduated Kings Point 
Reserve officers would be on the 25 or 27 U.S. S. ships which we have. 

Mr. Auten. The answer is, I think, that the Bureau of Personnel 
must make that type of decision. 

Admiral Deneprinx. They must make it and they do make it. 

Mr. Weicuet. Mr. Shelley. 

Mr. Suetitey. After graduation they are only qualified for the 
lower officer positions. They graduate as ensigns with the Academy 
training. 

Admiral Denesrinx. That is correct. 

Mr. Suevtey. Whether they be qualified for deck or engine depart- 
ment. 

Admiral Denesrinx. That is correct. 

Mr. Wericuet. You also have Regular Reserve officers of the Navy, 
a great number, that you are not able to employ, let alone these. 

Admiral Deneprink. We have a large number of Regular Reserve 
officers of the Navy. 

Mr. Weicuet. So this would be a surplus over and above those? 

Admiral Denreprinx. They would be an additional increment. 

Mr. Wercuen. Are you able to call in all the others? 

Admiral Denesrink. No; we are not, except for training periods. 

Mr. Auten. One condition that comes out of our policy with re- 
spect to subsidized lines seems to me that we always have a well-dis- 
bursed group of ships in the merchant marine available in some quan- 
tity in practically every port of the world at every time. Is that con- 
dition a factor with you in planning the type of nucleus fleet that you 
have in mind? : 

Admiral Deneprin«x. I think that is very important. We always 
have to bear in mind the immediate availability of certain ships of 
certain types in certain parts of the world, and therefore the use of 
our nucleus fleet gives us considerable ability to meet our obligations. 
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Mr. Atten. Would it be true that if the subsidy ships were abolished 
and the requirement of those regular lines being run were abolished, 
that you might find yourself in a position of having considerable ships 
on stations in order to have the availability that now comes from the 
subsidized fleet ¢ 

Admiral Denrsrink. That could be; yes, sir. 

Mr. Auten. That is all, Mr. Chairman. 

Mr. Weicuen. Mr. Boykin. Mr. Garmatz. Mr. Shelley. 

(Discussion off the record.) 

Mr. Weicue. The meeting will stand adjourned, and, upon the ad- 
miral’s return, we will have an opportunity to continue the inter- 
rogation. 

We will stand adjourned until 10 o’clock Wednesday morning, May 
20, in this room. 

(Thereupon, at 1:10 p. m., the hearing was adjourned until 10 a. m. 
May 20, 1953.) 





PROPOSED AMENDMENTS TO THE 1936 MERCHANT 
MARINE ACT 


WEDNESDAY, MAY 20, 1953 


Unrrep Srates House or REPRESENTATIVES, 
CoMMITTEE 0); MercHant Marine AND F'IsHeErtes, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
219, Old House Office Building, Hon. Alvin F. Weichel (chairman 
of the committee) presiding. 

Mr. Weicuex.. The meeting will come to order. 

Admiral Denebrink, will you and the other members of your staff 
please resume the stand? Mr. Shelley had some more questions to 


ask, and so did Mr. Ray. 


STATEMENT OF VICE ADM. F. C. DENEBRINK, COMMANDER, 
MILITARY SEA TRANSPORTATION SERVICE (RESUMED), ACCOM- 
PANIED BY REAR ADM. R. E. WILSON, DEPUTY COMMANDER 
AND CHIEF OF STAFF; CAPT. B. J. MULLANEY, PLANS AND POLI- 
CIES; AND GLEN TAYLOR, BUDGET DIVISION 


Mr. Suetitey. Admiral Denebrink, in your presentation the other 
day you made certain references to a bill which has been introduced 
by myself, and I think so that we have a clear understanding before I 
start asking a few questions, I would like to see if we can get general 
agreement on just a couple of things. 

I think that you and I will agree that there is a need for an auxiliary 
supply service for the United States naval operations or general mil- 
itary operations, and that if the effect of the bill as introduced would 
be to put the Military Sea Transportation Service out of business or 
to hamper the effective defense of this country, or in any way injure 
an adequate security program for this country, I would not introduce 
the bill or I would disown the bill at that point, and I think you and I 
can certainly agree with that type of thinking; can we not? 

Admiral Denesrink. Yes, sir, Mr. Shelley. 

Mr. Suriiey. I hope we can also agree that the general purpose of 
the 1936 Merchant Marine Act is to foster and develop a privately 
owned merchant marine. 

Admiral Deneprinx. That is correct. 

Mr. Suevitey. That the business of the Navy in its operation of the 
Military Sea Transportation Service is to take care of the defense 
situation and its plan for the needs for defense with the authority to 
call on private American ships where needed to adequately carry out 
the program of defense. 
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Admiral Denresrin«. Yes, sir. 

Mr. Suetiey. Now, in your statement, Admiral, you refer in sev- 
eral places to the maintenance of a nucleus fleet by the Military Sea 
Transportation Service. 

Recognizing that a nucleus fleet is certainly needed, can you tell 
us just ‘what that nucleus fleet: is composed of; secondly, what plan- 
ning has been done to find out what is required for a ‘nucleus fleet ; 
thirdly, does the number of vessels in a nucleus fleet vary from time to 
time or may it vary from time to time; and, fourth, what type of 
vessel makes up this nucleus fleet ? 

Admiral Denresrink. I would like to refer in answer to that ques- 
tion to page 5 of my statement and show you a diagram which was 
appended to my statement which gave in diagrammatic form the com- 
position of the Military Sea Transportation Service fleet. With re- 
spect to the Military Sea Transportation nucleus fleet of 260 ships 
as of the 5th of May, this is broken down to indicate that there were 
on that day 27 commissioned ships of the Navy. That is, they had 
the designation USS. They are manned by officers and uniformed 
men of the United States Navy. They are Government-owned. They 
are in the custody of the Navy. They are Government-operated and 
they consist of eight transports which are used for troops and de- 
pendents. 

There are five escort carriers. Those are the baby flat tops, so- 
called, the CVE designation used to transport assembled aircraft and 
the maintenance crews of the aircraft. 

There are nine oilers which are equipped for fueling at sea. 

There is one water-distilling ship, which is an oi] tanker except 
she carries water instead of oil and has additional distilling facilities. 

We have 4 cargo ships, primarily used for special projects, 2 of 
which are temporarily assigned to the service forces of the Pacific 
Fleet. 

That very small number of ships are the only United States manned 
ships which I operate. 

Then we come over to the rest of the nucleus fleet, the in-service 
ships, which means they are not in commission but are in service. 
They bear the designation USNS. They are civil-service-manned 
and they are 133 in number. They are Government-owned, in the 
custody of the Navy. They are operated by the Government. 

They consist of 53 transports used for troops and dependents. 

There are four small transports. 

There are seven smal] tankers—that is, the AOG designation. They 
earry 16,000 barrels. 

There are 4 tugs which are assigned in the Alaskan area, that is, 3 
of them are; 1 of them is in the western Pacific area. 

There are two landing ships, medium, for special over-the-beach 
type of operations. 

There are five landing ships, tanks for special over-the-beach type 
of operations. 

There are six reefer ships, which is to carry refrigerated cargo. 
They are not adequate for all of it. Wedoagr eat deal of reefer- -cargo 
transportation in privately owned and oper ated reefer ships. 

We have 28 cargo ships for point-to-point transportation of cargo 
and also for special projects. 

We have 19 small cargo ships. 
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We have five aircraft cargo ships, specially fitted for the transpor- 
tation of assembled cargo. 

That brings us up to a total of 133. 

And then we come down to the next category of in-service ships 
with the designation of USNS. They are contract operated. They 
are manned by merchant marine personnel and they are a total of 100. 
They are Government-owned in the custody of the Navy. They are 
contract-operated. 

They are broken down into 62 tankers for use in point-to-point 
transportation of fuel. They are fitted with meccano decks which 
takes its name from the meccano top. ‘They put these meccano decks 
on the oiler. The can transport aircraft. 

Nineteen of these tankers possess limited capability for fueling at 
sea. 

Then we have 38 landing ship tanks. They are operated under a 
Ji — contract, Japanese-manned. They are used exclusively in 
the Japan-Korea area. These 38 LST’s were originally United States 
LST’s and were taken over under SCAJAP and then taken back in 
Military Sea Transportation Service. That brings us to a total of 
260. 

The size of this nucleus fleet varies. I would say approximately 80 
of the grand total of 260 are employed in the Japan- Korea area, carry- 
ing on work in connection with the Korean operation. 

Mr. Setter. That would leave 180 otherwise employed. 

Admiral DEenerrrinxk. That is correct. 

Mr. Suetiry. How are they employed, Admiral ? 

Admiral Deneprtnk. Well, they are employed in continous opera- 
tion. Perhaps we should break it down and take up these various 
points. We havetransports. Transports are a special type of passen- 
ger ship. As I am sure you know, the number of passenger ships 
under the American flag are limited in number and the number of 
passenger ships capable ‘of carrying troops are just not to be had in 
the American privately owned merchant marine. 

The troopers that we have are of two general types. 

Mr. Suetiey. May I interject a comment right there ? 

Admiral Denrprin«. Yes. 

Mr. Suetiey. Insofar as I am concerned, nothing in this bill or 
anything that might now or at any time hereafter proposed by any- 
body which would tend to interfere with the military’s right to make 
its own troop lift would be given any aid or comfort by me. I think 
that it is the military function to carry all its troop lifts of enlisted or 
commissioned personnel when they are moving as a unit and not 
simply as individuals on leave. So when it comes to the troop situa- 
tion, I think we have a general unanimity of thought and desire to 
accomplish something. 

Admiral Denrsrinx. Then I would like to call your attention to 
this proposed bill, on page 54 of the committee print, line 6, where 
you say: 

Waterborne cargo or passengers under the control of the United States Gov- 
ernment shall be transported in privately owned and/or operated vessels docu- 
mented under the laws of the United States to the extent of the capacity and 
ability of such vessels to perform the services required— 

That might be interpreted to mean that you would want, under 
your proposed bill, to have the troops carried by privately owned and 
operated ships. 
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Mr. Suetiey. Let me assure you that there is no such thought 

intended and, if that can be corrected by language, it will be corrected. 
Admiral Deneprink. I would like to add, if I may, the fact that 

our troopships are of two types. We have the austerity troopers. 
Well, that is just what the name implies, and they have no facility 
in their construction and in their adaptation to take care of depend- 
ents. They are used primarily and really their sole use is for the 
transportation of troops. 

We have the other kind of troopships which we call the dependent 
trooper ship. I am afraid that all of us get into the habit of using 
certain terms for want of brevity and these terms may be misunder- 
stood. Dependent passenger ships are not, as the name might imply, 
solely used to carry dependents. A dependent troopship is one which 
carries both troops a dependents. 

Mr. Suettey. What breakdown / 

Admiral Denesrinx. Well, I would say they would carry probably 
in the neighborhood of 3,000 troops and probably 500 dependents. 
Now, that is an approximation but I think that should be understood. 

Mr. Sue.iey. Are all the vessels in that category equipped to carry 
troops ! 

Admiral Denrsrink. Yes; all of the dependent passenger ships are 
equipped to carry troops. 

And we have 28 austerity troopships. 

We have a total of 35 so-called dependent troopships but the 
dependent passenger vessels carry to the great majority troops, and 
I think that it should be borne in mind also that due to the nature 
of the construction of these ships, if they did not carry dependents in 
the space allotted to them, it would be, for practical purposes, that 
space would be very difficult to use. 

Mr. Auten. Would the gentleman yield for one question ? 

Mr. SHEL LEY. Yes. 

Mr. AuLeNn. I understood you to say 500 dependents and 3,000 troops 
on an aver: age. 

Admiral Denzprtnk. It varies with the ship, but I would say that 
that is an approximate figure. 

Mr. Auten. Looking at the chart which you have of the passenger 
list, it shows that there are 168,000 military dependents and 157,000 
of other cabin passengers, which would be something over 300,000 
cabin passengers, as against 2 million and odd other passengers. 
Does that figure out that you are carrying empty troop space or empty 
cabin space or both ? 

Admiral Wixson. Included in the other cabin space are officers. 

Mr. Auxen. Then that would make the figure even more the cabin 
space than the troop space. 

Admiral Wirson. No. 

Admiral Deneprink. We have total passenger lift of 2,600,000. I 
think we should subtract that 865,000 and bring it down to 1,600,000. 
That 865,000 was carried in the Japan-Korea area by shuttle ships 
and they are those Red Ball lines that go from Sasebo to Pusan 
generally. We have the other cabin passengers which would include 
the troop officers but would not constitute the total number. Roughly 
then, you would have apparently 167,000 dependents for a lift of 
1,600,000, which would be about 10 percent. 
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Sometimes the dependent space is not fully occupied and in certain 
seasons of the year and in certain directions the troop space is not fully 
occupied. We have on occasion had to send ships out of the United 
States to Europe, well I will say that on several occasions we have 
sent them very lightly loaded in order that they might pick up a full 
load of passengers coming back from Europe to meet the rotation 
discharge dates. 

I have a list of some of the ships here to indicate the capacities. 

The General Anderson, 2,068 troops, 373 cabins. 

The Mitchell, 1,987 troops, 371 cabins. 

Mr. Setter. What are these types of vessels? 

Admiral Denesrink. The Anderson is the designation T—AP-111. 
She is a P-2 transport. 

We come into some USNS ships, passenger ships, P-2 type, the 
General Pope has 4,008 troop capacity and only 245 cabin capacity. 
That is the type of an austerity troopship. 

The Gordon, which is a P-2, 3,218 troops, 366 cabin. Those are 
typical. They all vary in some degree. 

If you wish me to continue, Mr. Shelley, in discussing these trans- 
ports, I will. I wanted to make clear that a dependent transport 
carries troops in addition to dependents. 

Mr. Suetiry. In your testimony, Admiral Denebrink, the other 
day and in your table, you referred to 167,923 military dependents, 
Those are members of the immediate family of service personnel ? 

Admiral Deneprin«. Yes; the rules and regulations laid down for 
the carriage or transport of dependents is based upon the rules and 
regulations of the three services. I would like to make it clear that 
I have nothing to do with who determines who travels as a dependent. 
The Army and the Navy and the Air Force each have their rules as 
to who will be carried and they tell me how many people are to be 
carried in a certain month on a certain route and they certificate 
those people for transportation and I provide the lift and transport 
them. 

Mr. Suetiry. Do the families travel with the personnel itself? 

Admiral Denrsrinx. Sometimes yes and sometimes no. It may 
well be that an officer would be fortunate enough to be assigned to 
overseas duty and that he could have his family accompany him. I 
would say that in a great many cases that is not correct unfortunately. 
And the officer goes or the enlisted man goes. <A lot of these depend- 
ents are the dependents of enlisted men, and the same thing holds true 
there. The officer or the enlisted man may or may not have his 
people accompany him. 

Mr. Suettey. Then you refer to 157,553 other cabin passengers. 
Will you tell us, please, what you mean by “other cabin passengers’’? 

Admiral Denzrrinx. In general, I would state that the other cabin 
passengers would include these categories; they would include officers 
who were traveling with the troops, they would include civil-service 
employees sponsored by the three services going or returning from 
overseas duty; they would include contract employees, sponsored by 
the services and moving out to overseas sentutlatitne for work of a 
permanent or temporary nature. In a very small! degree, they would 
consist of Red Cross workers. They would consist of dependents of 
contract employees in certain cases where they were authorized to 
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be taken, the dependents of civil-service employees, and they would all 
be sponsored by 1 of the 3 services, and they constitute that thing. 
I think that, in a small degree, we would have representatives of 
other departments, other Government departments, who would be 
sponsored. We have Members of Congress who would be traveling 
on investigations and inspection trips. I think that would just about 
cover it, Mr. Shelley. 

Mr. Suetxey. In other words, also besides the employees of the 
dependents, or the employees of the Defense Department, or any 
branch of the Defense Department, or employees of a contractor who 
has contracted to do work in a defense installation at times, it does 
include civil-service employees of other Government departments. 

Admiral Deneprink. Yes, sir. 

Mr. SHettey. Can we get from you, not at this moment, but sub- 
mitted for the record at some point, a breakdown on that? 

Admiral Denesrink. I have a summary breakdown here and I 
could read it very quickly if you wish. 

Mr. Sueuiey. I would appreciate it. 

Admiral Denersrink. This is for July 1, 1950, to March 31, 1953, 
for civilian passengers transported by the Military Sea Transporta- 
tion Service and the numbers are broken down by the Army, Navy, 
and Air Force and then I can list the various categories which I think 
you are primarily interested in. 

Mr. Suetiey. Yes. 

Admiral Denesrin«. Civil service, then we come down to such other 
than the Department of Defense, Atomic Energy Commission, Immi- 
gration and Naturalization Service, Civil Aeronautics Administration, 
Coast Guard, Commerce Department, Interior Department, Justice 
Department at 54; Maritime Administration, 1; Merchant Marine, 
2; Public Health, 4; State Department, 95; contractors employees 
were a total of 20,000; military dependents were 285,000. Remember 
now, this is a period of 1950 to 1953. Contractors’ employees’ depend- 
ents, 14,000; Members of Congress, 480; Red Cross, 94; foreign 
nationals, 1,283; civilian Government employees paying their own 
transportation, 164; all others, 7,454. We had a total civilian passen- 
ger list in almost 3 years of 698,000. 

Mr. Auten. Will you yield again for one question, Mr. Shelley ? 

Mr. Sueiiey. Yes. 

Mr. Auten. Do you have any breakdown as to how many passen- 
gers were carried to ports which could be served by trips of the 
merchant marine and how many on ports served only by the Military 
Sea Transportation Service? 

Admiral Deneprinx. That is not immediately available. We have 
quite an extensive tabulation here in response to the request or the 
wishes of Congress and this particular committee. We have, from 
the sources, other destination by category. That would be, for in- 
stance, from the east coast to the various areas. I think that we could 
break that down, Mr. Allen. We would be very happy to do that to 
show what part of this travel would parallel private passengers. If 
you would like to have it, we would be happy to get it. 

Mr. Aten. Yes, please. 

Mr. WeicueL. You might supply that for the record. 

Admiral Dreneprink. Yes. 
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(The following information was later supplied for the record :) 


MSTS nonmilitary passenger traffic moving on routes served by commercial 
United States passenger ships, July 1, 1950, through Mar. 31, 19538 





Number of 
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1 Includes 151,730 displaced persons (IRO). 


Mr. Suetiry. You said the other day in your statement: 


The Government of the United States must protect itself by assuring that 
there is in ready operating status under all conditions sufficient vessels available 
to lift the minimum essentials of vital supplies, equipment, and personnel to the 
Armed Forces of the United States in overseas areas. This is especially im- 
portant under the present combat conditions existing in Korea. 

Would you say that the lifting of these dependents and the nung 
of other Government employees is engaging in a minimum essentia 
of an operation of vital supplies, equipment, and personnel of the 
Armed Forces and is it especially important under present combat 
conditions existing in Korea ? 

Admiral Denesrinx. Well, I think I would have to elaborate on 
that a little. I could not make a direct “Yes” or “No” answer. The 
dependent travel is permitted under the existing rules and dependents 
do not go to Korea. We are fighting a war there, but dependents are 
permitted into other areas of the world that are serviced by the Mili- 
tary Sea Transportation Service ships and the dependents are per- 
mitted to travel and the Government arranges for them to go in the 
Military Sea Transportation Service ships. 

With regard to the employees, vital defense work is going on in the 
Pacific in such areas as Guam, to mention one place, in the Alaskan 
area, in the Northeast Atlantic area. These employees are transported 
to and from. In certain areas their dependents are allowed to go. In 
other areas the dependents are not allowed to go. I would say that 
the transportation of these contractors’ employees is a vital obliga- 
tion, even though it might not be directly connected with the Korean 
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war. SoI think that with that elaboration, I think my statement is 
correct. 

Mr. Suetiey. Do you think that maintaining and continuing to 
keep in existence the number of vessels and the type of vessels to 
provide that service is to be included in the so-called nucleus fleet to 
which you refer ? 

Admiral Denrsrinx. Yes; I feel that the nucleus fleet is needed, 
not only to carry on the routine demands made upon it, but is necessary 
in order to be ready for emergency operations wherever they may be 
needed. 

Mr. Suetiey. What do you mean by that, Admiral, “ready for 
emergency operations wherever they may be needed”? Would that 
be confined to just simply essentially military services of an emergency 
nature, the lifting of troops and field materiel for troops, their 
supplies? 

Admiral Denrsrinx. We are limiting our supplies and what we now 
carry to military supplies and military personnel, plus this one hun- 
dred and some odd thousand additional that we have gone into, but 
we must have these ships, these passenger ships, these troopships 
which are constructed and configurated as troopships continuonity 
available to meet emergency requirements. We have no private ships 
that are capable of use as troopers. I feel that those ships must be 
available and they are being gainfully employed at the present time. 
In fact, we are very busy with them. 

Mr. Suetiey. If the situation with which the country is confronted 
now and which is necessitated in a stepping up of operations by your 
Department, your division of the Defense Department, should slacken 
off by an honorable and peaceful ending of the Korean situation, or 
some prospect for peace, the thing that we all hope and pray for but 
which doesn’t seem to be coming very quickly, would you maintain 
the same nucleus fleet under those conditions that you now maintain? 

Admiral Denrerinx. After we had repositioned, as directed by the 
Joint Chiefs of Staff and through the Departments, after we had re- 
positioned our troops and equipment, which would be quite a sizable 
job, we would then measure, as we do now, on a continuing basis, we 
would measure the ships that they need to meet the requirements of 
the Services, and we would be in reduced operating status or in a dead- 
ship status, or we might even immobilize and return to the National 
Defense Reserve Fleet such ships as we did not require. 

For example, in the month of May we had six troopers in reduced 
operating status. We take them out and we will not have any in that 
status in June because of the increased demand upon us. In other 
words, we have to keep our expenses down and we do that by keep- 
ing only those ships which we actually need. Ships cost money. 
These troopers cost probably in the neighborhood of $7,000 or $8,000 
a day, and if I kept all of the ships swinging around the hook with 
full crews, I aol go broke. They would fire me. So I have to lay 
them up in order to try to show a profit at the end of the year. 

Mr. Sueruiey. In other words, you try to show a profit at the end 
of the year in all of your operations? 

Admiral Denesrink. No; we try to break even, and if we break 
even, that just couldn’t happen, but if we show a profit, we return the 
money to the three services on a pro rata basis, and if we go in the red 
we have to bill them on a pro rata basis. 
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Mr. Suextey. I notice that in your statement of last week, Admiral, 
you stressed quite frequently in your document the voluntary action 
of private industry in supplying shipping services. May I ask you 
to give us a little broader aspect of what you mean by the “voluntary 
action” ? 

Admiral Drenrprinx. We have no legal right to go to a private 
operator and say that we want this ship to carry this cargo, and so we 
have no right to go to him and say “We need your ship.” So we must, 
in the case of ships which we want, cargo ships which we want to en 
gage on a dine-cheates basis, or on a voyage-charter basis, they must 
be voluntarily offered to us and we negotiate for a per diem rate at 
which they will hire that ship to us, but they do not have to charter 
that ship to us; if they feel that they have got a good deal out of it 
and they want to charter the ship to us for $1,700 a day for a Liberty 
ship, or $1,800, they can do it, but they can feel perfectly free not 
to charter the ship to us, and, by the same token, we have a lot of 
berth liner vessels operated by privately owned and privately operated 
ships. 

We would like to move a lot of cargo and we do move about 40 per- 
cent of our cargo in those ships. That is a large percentage. It is 
the most expensive way, incidentally, that we move cargo, but 40 per- 
cent of our cargo is moved over the berth liner ships. 

Mr. Suetiey. Are those the general agency vessels ¢ 

Admiral Denrprinx. No; these are privately owned and privately 
operated ships. 

Mr. Suexiiey. These are chartered by you for specific purposes ? 

Admiral Denrprtnx. No. We go to these people and they volun- 
tarily make space available in those ships. 

Mr. Suetiey. That is what I am trying to get at. Just what do you 
mean by the term “voluntary”? Do you expect them to come to you 
and solicit use for the vessels, or is it more customary and more the 
general procedure of any business that you would say, “We have such 
and such cargo to be lifted within such and such a time,” and then you 
find out, try to make arrangements with the private operators for the 
lift. 

Admiral Deneprink. Well, I think the use of the word “voluntary” 
there 

Mr. SHELLEY. What I am trying to do is clarify what you mean 
by “voluntary. 

Admiral en Well, I mean by “voluntary” that we have no 
authority to take either the ship or the space without its being a vol- 
untary matter on their part. 

Mr. Suetiry. Let us see if we cannot come to an agreement on an- 
other phase of that. Is it completely true that you have no authority 
to take the ship? Isn’t it true that under other laws, the Federal Gov- 
ernment has the authority to requisition private vessels for use by the 
Government under emergency conditions ? 

Admiral Denrerinx. We have the authority to requisition but not 
under the existing status of the affairs, is my understanding. We 
could not go out and requisition a ship today under conditions short 
of full mobilization. 

Mr. Suetzey. It is my understanding that the authority still rests 
to requisition vessels, However, there is no point in our getting into 
an argument on this subject, you and I, Admiral. 
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Admiral Denzprin«x. I would like to make it clear that the use of 
the word “voluntary” is that they do not have to go out and give us 
the ship. Nor do they have to give us the space. We tell them we 
want to charter a ship or we need so much space and they can negotiate 
for the ship. We can hire the ship or we can rent the space. 

Mr. Suetiey. Are there any instances where you have sought a 
ship, where you have looked for cargo space and it has been refused 
to the Military Sea Transportation Service? 

Admiral Denerrinx. I would say very definitely, yes, Mr. Shelley. 

Mr. Suetiey. Can you give us some instances of that? 

Admiral Denresrinx. Yes. 

Mr. Sueiiey. I will tell you very frankly for the record why I asked 
that question. I have been advised that there are no such instances 
and I have been so advised by people in the industry. 

Admiral Denresrink. Well, the situation is like this, and here is a 
good example: We have to move a lot of vehicles and we have moved 
a large number of vehicles to Europe. We have been moving a large 
number of vehicles to the Far East. In the jargon of the trade, a 
vehicle is what they call a balloon lift which takes up a lot of space 
and doesn’t weigh very much. It takes up a lot of cube space in the 
ship but they get paid according to weight. It is the old business of 

carrying lead versus carrying feathers. 

So, the private operator takes a very dim view, and they would be 
the first to admit it, of carrying a load of vehicles. 

On the west coast, where they have long carried vehicles, and we 
do not send many vehicles out from the west coast, but they have a 
lot of general cargo. They will load the bottom of a ship with gen- 
eral cargo. Then they put on a false deck or what have you, as is 
necessary, and they put ten vehicle on and they will buy that. 

On the east coast where we have a tremendous number of 
vehicles—— 

Mr. Suetiey. May I ask you right there, is there any thought in 
your mind as to why they will operate on that basis? 

Admiral Denrprinx. Well, it is just as simple as this, Mr. Shelley ; 
they make money. And they are always dominated by "whether they 
make money or whether they lose money, and you cannot blame them 
for that. 

Mr. Setitey. Wouldn’t you say that they are motivated by the 
same thought that motivates you, they are motivated toward achieving 
the break-even point? 

Admiral Deneprink. Due to the lack of their desire to take vehicles, 
we then have to take our nucleous ships or our general agency ships 
and take the vehicles out and we will operate our ship at a loss on 
that voyage in order to make that lift. But that is one of the cases 
where we will have our cargo refused by the berth operators. 

There is another thing which is also understandable. Here we are 
in a condition where the private operator who is in business for a long 
time and has a steady list of customers in private business and com- 
pes is strong in the shipping industry and these people want to 

keep their steady customers, so they are going to give fir st priority to 
their private customers in order to try and maintain their customers. 
Whereas, I would estimate that the Government i is their best customer, 
but they do not give us that high prioriy of preference that they do 
to the private customer, 
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So when a berth operator has a ship, I am certain in my own mind 
that he will take care of the requirements of his private customers 
before he then comes to us and says, “I have so many bale cubic feet 
of space in such and such a ship for the Government. * 

Mr. ALLEN. Would the gentleman yield for a question? 

Mr. SuHetx.ey. Yes. 

Mr. Aten. Isn’t that possibly because the private customers will 
go to the ship operator and say on a certain day we are going to need 
so much space, whereas I understand in your operation you wait for 
the operator to fill his ship and come and say, “I have got so much 
open. Can you use it?” 

Admiral Denrrrtwx. No; that is not true. The berth lines come 
to us 30 days in advance with a list of their regular sailings. The 
berth liners operated by virtue of their title must operate ships on a 
certain routine or a certain schedule. So he darniehes the schedules 
30 days in advance but he is unable to tell us 30 days in advance how 
much space he is w illing to offer to us. 

Mr. AtxeN. Isn’t it the case with other shippers that they go to 
him without waiting for the volunteering of space, whereas you wait 
until he offers you space without saying to him that in 30 or 60 days 

we are going to need so much space ¢ 

Admiral DENEBRINK. Well, our business is so large and we use 
them to such an extent that I think it is just merely a case of which 
comes first, the chicken or the egg. I do not feel that there is any 
argument attached to that differentiation. 

Mr. Auten. Thank you, sir. 

Mr. Suettey. In making up your charges under your accounting 
system, how do you charge for vehicles? Is it on the basis of weight 
or on the basis of cubic feet capacity used ? 

Admiral Denreprink. My expert here, Mr. Taylor, says we have 
been charging them on the basis of the cubic. 

Mr. SHELLEY. Do you know whether that is the system that is used 
by the private operators ? 

Mr. Tayvor. That is not necessarily so by the commercial operators. 
We have a slightly different problem in that the general nature of 
all the cargo we carry is more predominantly measure cargo or cubic 

cargo than weight cargo. Our entire billing structure, wherein we 
bill the services which sponsor cargoes to be moved, is based upon a 
measurement basis. We do not carry the option that most commercial 
operators set forth of weight or measurement, whichever provides 
the maximum to them. 
Mr. Sueitiey. Then why have you adopted the system that you 
use ? 

Mr. Tayrvor. Because the great majority of our cargo other than 
with some metal and some ammunition is almost exclusively measure- 
ment cargo. The amount of weight cargo we would bill for, where 
we are on an option, would be a very minor part where commercially 
it may be a very sizable part. 

We adjust our rates for measurement in the same manner that you 
might adjust on a railroad where it is predominantly weight. There 


is an adjustment of the rate and not an option detail of so much per 
foot or so much per pound. 


33116—53—pt. 1——-18 
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Mr. SHevitey. What other types of vehicles that you are talking 
about go on these vessels, Admiral ¢ 

Admiral Denesrink. Well, they are different types of 4 by 4’s, 
6 by 6’s, jeeps, we carry tanks. 

Mr. SuHeitzey. All of a general military vehicle character ? 

Admiral Denesrink. Military vehicles; yes, sir. 

Mr. Suetiey. Are there any vehicles other than military vehicles 
which are carried on any Military Sea Transportation Service vessel, 
or vessels under the Military Sea Transportation Service employ? 

Admiral Deneprink. We are required, under the law, to carry 
privately owned vehicles and we must also, under the law, carry those 
privately owned vehicles in Government ships. Consequently, we 
cannot lift a privately owned vehicle in a berth liner ship, nor could 
we lift it in a time charter ship, nor in a voyage ship. We would have 
to lift those in one of the ships of our nucleus fleet or one of our 
general agency ships. 

Mr. Suevitey. What do you mean by “privately owned vehicles”? 

Admiral Denesrink. If I owned an automobile and I was ordered 
to duty in Honolulu, Hawaii, I am entitled to take my automobile out 
there and the Government will ship it out for me in a Government- 
owned ship. And when I return, if I do not turn it in out there, it 
will bring it back to the coast for me. 

Mr. Suetiey. Is that under the general practice of carrying house- 
hold goods and effects ? 

Admiral Deneprrnk. It is complementary. 

Mr. SuHetiey. You say “under the law” you must carry them in a 
Government vessel. 

Admiral Deneprinx. Yes, sir. 

Mr. Suettry. Could you supply the law or specify the law that 
provides for this, or submit it for the record ? 

Admiral Denrsrrnk. I will have to look that ap for the record. 

Mr. Suetiey. Will you do that, please, Admiral ? 

Admiral Deneprink. Yes, sir. 

Mr. Sueuiry. You used yourself as an example of what you mean. 
I think that type of thing has been conducted for some years and are 
there other employees of the Government whose vehicles are so carried 
by the Military Sea Tr: ansportation Service ¢ 

Admiral Denesrinx. Certain classes of enlisted men are allowed 
to have their vehicles taken. Certain nonmilitary employees are per- 
mitted to have their vehicles taken, but they must pay for them. 

Mr. Suettey. Must pay for them, and are they eligible for that 
service on a Military Sea Transportation vessel on a space-available 
basis only ¢ 

Admiral Denrprink. No; it would not be on a space-available basis. 
They would pay to get their vehicle transported and we have to, on 
many Occasions, ship whole shiploads of private vehicles. The move- 
ment of private vehicles has been expanding and has expanded way 
beyond the space-available concept that started out many years ago. 

Mr. Sueniey. That is what I am gradually building toward; from 
the reports I have heard there are w vhole shiploads going out of New 
York to Europe with private sedans and convertibles. 

Admiral Drenesring. That is correct. I will say that we move 
about 2,000 privately owned vehicles a month. 
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Mr. Sueititey. For whom are they moved and on what basis has 
there been an expansion of the growing movement recently? I do 
not make this asa charge. I have heard it has been a practice on the 
part of the American employees of the American Government in 
Europe to get vehicles here and move them in your vessels and peddle 
them at a profit in Europe.  . 

Admiral Denrsrink. I don’t know that there is any expansion 1n 
the traffic. It is just comparable ot the increase in the Armed Forces 
beyond the continental limits. 

Mr. Krocu. Would the gentleman yield? 

Mr. SHetiey. Yes, sir. 

Mr. Krocu. Your last question indicated that shiploads of private 
vehicles are going out of New York. Do any of them go out of other 
ports in the country, do you know ¢ 

Mr. SHetiey. You mean vehicles going out on these vessels? 

Mr. Kroon. Yes. 

Mr. Sue.iey. Yes; according to the testimony of Admiral Dene- 
brink, they do, 

Mr. Krocu. I am trying to get out of the habit of using the port 
of New York as the standard example for everything. 

Mr. Sueutiey. The port of New York is such a great and prosperous 
port that a person could not help but use that as an example. 

Mr. Kroau. We want to keep it that way. 

Mr. SuHetiey. Next to the port of San Francisco, it is a very fine 
port. : 

Mr. Wercuet. At this time, we will have to recesss until tomorrow 
morning at 10 o’clock in this same room. 


(Thereupon, the committee recessed at 11:10 a. m.) 








PROPOSED AMENDMENTS TO THE 1936 MERCHANT 
MARINE ACT 


THURSDAY, MAY 21, 1953 


Untrep States House or REPRESENTATIVES, 
ComMmiItTre oN MercHant MaRIne AND FISHERIES, 
Washington, D. 0. 


The committee met, pursuant to adjournment, at 10 a. m., in room 
219, Old House Office Building, Hon. Alvin F. Weichel, chairman 
of the committee, presiding. 

Mr. WeicueE. Will the committee please come to order. 

Admiral] Denebrink will you please resume the stand along with the 
other members of your staff? 


STATEMENT OF VICE ADM. F. C. DENEBRINE, COMMANDER, MILI- 
TARY SEA TRANSPORTATION SERVICE (RESUMED), ACCOM- 
PANIED BY REAR ADM. R. E. WILSON, DEPUTY COMMANDER 
AND CHIEF OF STAFF; CAPT. B. J. MULLANEY, PLANS AND POLI- 
CIES; AND GLENN TAYLOR, BUDGET DIVISION 


Mr. Weicuet. When we finished yesterday, Admiral, Mr. Shelley 
was ae. you some questions with reference to plants of the Joint 


Chiefs of Staff under conditions short of an all-out emergency. 

With reference to the Military Sea Transportation Service, is it 
your function to carry out orders of the Joint Chiefs of Staff concern- 
ing the transportation of Army personnel, property and anything that 
the Joint Chiefs of Staff think should be moved by ship from the 
continental United States to somewhere else in the world? Is that 
the function that you carry out? 

Admiral Denegrin«. That is correct, Mr. Chairman. That is our 
function. 

Mr. Wercuex. With reference to carrying them, is it divulged to 
you what their plans of strategy for movement of personnel or prop- 
erty throughout the world are, either presently or in the future? fs 
that a matter that they communicate to you, or do they just give you 
the orders, as to what they desire you to carry ? 

Admiral Denesrinx. They just give us the order, Mr. Chairman, to 
move people and things and tell us where they want them moved, and 
they - that ame the three military services, that is, the Army, 
Navy, and the Air Force. 

Mr. Weicuet. Do they discuss with you how or when or why or 
what they are doing or is yours just a function of carrying out orders? 

Admiral Denzsrinx. We are in the function of carrying out orders, 
Mr. Chairman. 


191 





192 AMEND 1936 MERCHANT MARINE ACT 


Mr. Weicueu. And the reason for the various orders, is that some- 
thing locked in the minds and the hearts of the Joint Chiefs of Staff 
as to what their strategy is or will be, and not in yours, is that what 
it amounts to? 

Admiral Denesrink. Well, it is not locked in mine. 

Mr. Weicnen. Is it their determination, that is what I am getting 
at. 

Admiral Deneprin«. Yes, sir. 

Mr. Wricuer. Mr. Ray, do you have some questions ? 

Mr. Ray. Yes, sir. May I follow up on the question just asked you, 
Admiral. As I understood it, you have orders to move personnel and 
equipment of the three services, and the discretion is left to you as 
whether you do that in ships which are Government-operated or ships 
that are privately operated. 

Admiral Denesrink. We are given the task of moving the person- 
nel and the equipment and material, The manner in which we move 
that is determined by a memorandum of agreement that was signed 
by the Secretary of Commerce and the Secretary of Defense. 

In that memorandum of agreement, the order of priority of the kind 
of ships that we used, was established. The first priority of employ- 
ment of our ships } is to use the nucleus fleet of the Militar y Sea Trans- 
portation Service, that is the two hundred and sixty-odd ships which 
i have discussed and with which I think you are familiar. Once those 
ships are used, we then carry out this order of priority, first the 
maximum utilization of available space in the berth liners, wherever 
this is consistent with military requirements. 

Mr. Ray. May I interrupt you there, Admiral? 

Admiral Denesrink. Yes, sir. 

Mr. Ray. In the carrying of these individuals about whom you testi- 
fied yesterday in answer to Congressman Shelley’s questions, a de- 
cision as to whether to use the nucleus ships or private ships may be 
taken out of your hands. If you have nucleus ships available, as I 
understand from what you have just said, you must use those ships 
for the transportation of the passengers and the goods. 

Admiral Denrrrin«. That is correct. 

Mr. Ray. So that under your existing orders, you have no chance 
to use private ships if you have private sly operated ships, if you have 
nucleus ships available. 

Admiral Denesrink. Well, we have in the carrying of passengers, 
if that is what you are focusing your thought on. 

Mr. Ray. Either one will do as an illustration. 

Admiral Denrsrink. If we are discussing the carrying of passen- 
gers, as I have pointed out, there are no priv ate ‘ly owned and operated 
commercial passenger ships that are geared to carry troops. 

Mr. Ray. I am talking about the nonmilit: iry. I am sorry I did 
not make that clear, perhaps. I am talking about the 157,000 who 
were not military personnel. Is that the number ? 

Admiral Denrerink. That is correct, about that number. 

Mr. Ray. It is those people I am inquiring about. — 

Admiral Denesrink. Well, in connection with that, we are directed 
to carry those people and the costs of carrying those people is borne 
by the appropriations of the three services. 

Mr. Ray. I am talking about the decision as to how they shall be 
carried. 
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Admiral Denrsrink. They must be carried in the nucleus fleet of 
passenger ships before they can be carried in any privately-owned 
and operated passenger ships. 

Mr. Ray. And the same holds true as to their belongings ? 

Admiral Denrsrinx. That is correct. The first order of priority 
is the employment of the nucleus fleet and I have no option in that. 

Mr. Ray. Have you any figures to show what part of that 157,000 
your nucleus fleet would not have been able to trans port in 1952 at 
the time they needed transportation? Can that be broken down into 
the part in which you have no discretion and the part about which you 
might have had discretion ? 

Admiral Denesrtnk. I am wondering if I understand you, Mr. 
Ray, because we have carried all of the passengers in our nucleus fleet 
with the exception of the fact that we have booked a small amount of 
passenger space and the steamships United States and America of 
the United States Lines, about 1,000 spaces a month during the slack 
season in the Atlantic. For a while we operated the Washington and 
the LaGuardia as dependent troopers and we laid those up on account 
of the high expense involved in operating them and also because of the 
fact that we could handle our passenger load without them. 

Mr. Ray. If I understand what you have just said, it is that you 
had the ships available in the nuc ‘leus fleet so that in 1952, there was 
no question about whether the passengers could be carried or goods 
should be carried by the nucleus fleet or in some other way. 

Admiral DreNeprink. With regard to the passengers, we had the 
adequate capability in the nuc leus fleet. With regard to the freight, 
the cargo, however 

Mr. Ray. The baggage or the personal belongings, or are you talk- 
ing about other cargo? 

Admiral Denesrinx. The personal belongings in the normal cir- 
cumstances and the household goods would accompany the personnel. 
However, there is a very small part of our lifting. 

With regard to the 2714 million measurement tons of cargo, we 
trans sported only about 13 percent of that which was carried in the 
cargo ships of our nucleus fleet, and the rest of it was carried in other 
vessels. 

About 40 percent of our cargo, I think about 46 percent of our 
cargo last year was carried in the privately owned and operated berth 
liner vessels. 

When you come to the time chartered ships which are also privately 
owned and operated, that would, according to these diagrams here, 
indicate that they run from maybe 11 percent to as muc h as 20 per- 
cent of our cargo. 

In the privately owned and operated vessels which we chartered 
for only one voyage, they would run from 1 to 5 percent. 

So roughly about 60 percent of our dry cargo is carried in privately 
owned and operated ships. 

In addition to that, when we have exhausted the capability of our 
nucleus fleet and we have then exhausted the capability of our pri- 
vately owned American-flag berth liners and the tramp fleet, we 
then resort to the use of Government-owned, but privately operated 
general agency ships, and those ships are operated by a private oper- 
ator using a civilian crew and we carry in the neighborhood of 20 
percent of our dry cargo in those ships. 
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Mr. Ray. Perhaps you can sum up for me; what I am trying to get 
at is the quantity of business that might be affected if we hear com- 
plaints and criticisms to the effect that the Military Sea Transporta- 
tion Service is taking over business that ought to be handled by pri- 
vate operators. I was trying to get some measure, both passenger- 
wise and freightwise of the volume of business that might be involved 
in such a claim. 

Admiral Denrsrink. With regard to the freight, the nucleus fleet 
of the Military Sea Transportation Service numbers about 10 percent 
of the total cargo fleet which we utilize and we carry about 13 percent 
of the dry cargo in that nucleus fleet, so that it is conceivable to pursue 
your point that if we did not have a nucleus fleet that the dry cargo 
might be normally expected to be increased in the private fleet to that 
extent. 

In order to give the full picture, however, I would have to point out 
that the private fleet is not presently capable, it does not have the 
capacity or the capability of carrying all of our cargo. So we have 
to utilize not only our nucleus fleet but we also have to go out and 
utilize these Government-owned general agency ships. 

The fact that we spend 75 cents out of every dollar of our expendi- 
ture with the private American-flag operators seems to me to be a 
pretty cogent testimonial of the fact that we are their best customer. 

Mr. Ray. I am not critical at all and I am not taking up that side 
at the moment, but I am trying to get the size of this thing and the 
nature. 

Admiral Denrsrinx. I have discussed the cargo. As to the passen- 
gers bearing in mind that the American private operators do not have 
ships configurated to carry troops, we could then focus our attention 


upon the transportation of dependents in privately owned ships. The 
pace then comes down to one of, I would say, economy. If the 
ependents are not to be carried in the same ships which also car 
troops, and that space is to go vacant and we are to carry those depend- 
ents and other passengers which we enumerated yesterday, such as 
contract employees, civil-service pennak, then the question would be 
s 


one of expending increased funds for their transportation in private 
vessels. 

Mr. Ray. Would it be fair to put the question in another way some- 
what like this; at that point you have a conflict between two Govern- 
ment policies, one to build and maintain a strong merchant marine 
and the other taking your statements, in the most economical way, to 
provide transportation of personnel involved, and if those things, 
those two things, do not conflict at that point, which your statement 
reached. 

Admiral Denesrinx. I think that has a great deal of substance, the 
statement you made, At my level, I am charged with transporting 
these people in the most efficient and economical fashion and the 
money that is expended in doing that comes from appropriated funds 
of the Congress at your level. Now, at your level, you are charged 
with watchdogging our expenditure of appropriated funds and you 
are also charged with looking out for the American merchant marine. 

Mr. Ray. And the public. 

Admiral Denzsrrnx. And the public. 
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Mr. Ray. You testified that the Military Sea Transportation Service 
had been in existence 3% years. There was not any interference with 
the operations of the privately operated lines prior to the existence of 
the Military Sea Transportation Service. There was Navy shipment 
and Army shipment, I think you said, each by itself. Did they carry 
the nonmilitary personnel and their belongings too ¢ 

Admiral Deneprrn«. Mr. Ray, I think it might be said that with the 
formation of the Military Sea Transportation Service, we merely tied 
together, made one unit, one operating agency in the interest of sim- 
plicity, efficiency and increased economy. Under the Army Transpor- 
tation Service and the Naval Transportation Service, the same func- 
tions were performed. The nucleus fleet today virtually—and there 
are some exceptions, but virtually, the nucleus fleet today consists of the 
fleets which we absorbed from the Naval Transportation Service and 
from the Army Transportation Service, and the conflict which you 
speak of has been with us for many, many years. 

Mr. Ray. The purpose of my last question was to get that starting 
point of that conflict. 

Admiral Denrprinx. Yes, sir. 

Mr. Ray. How far back does it reach? 

Admiral Denesrinx. I would say it goes back to World War I. 
We certainly had a Naval Transportation Service and an Army 
Transportation Service dating back, at least that far. This is 
nothing new. 

Mr. Ray. Thinking in terms of the date of the enactment of the 
Merchant Marine Act of 1936, has there been any significant change 
on your side of the situation ? 

Admiral Denesrtnx. I think since the passage of the Merchant 
Marine Act of 1936, the position of the United States in world affairs 
has taken a considerably increased importance, which has meant that 
we have had to have an increased number of military people at Army 
and Naval and Air Force installations scattered throughout the 
world, which has increased the shipment of people and things abroad. 

Mr. Ray. But so far as the policies you speak about as governing 
your course of action, there has been no significant change except per- 
1aps for war conditions? 

Admiral Denrprinx. I would have to say I do not think there has 
been any fundamental change in any philosophy. 

Mr. Ray. Now the purposes and policies declared in the Merchant 
Marine Act, in your testimony you said it is the policy of the Navy 
to promote a strong merchant marine. 

Admiral Denrsrtnx. That is correct. 

Mr. Ray. Other witnesses before you have said that we have not 
achieved that purpose as of today. Is that your judgment? 

Admiral Drenesrinx. I have made the statement in my testimony 
that I think never before has the Navy supported the American flag 
merchant marine to the degree and the extent that we are now taking 
it under the help of the Military Sea Transportation Service. 

Mr. Ray. That still might leave the results short of that which was 
the objective sought by the policy declared in the statutes. I do not 
know es to divide with exactness what would be a strong merchant 
marine as of today under all the conditions. 

Admiral Denesrinx. Well, I think that is difficult and a very pos- 
ing question. 
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Mr. Ray. I would like your idea as to how far we have moved 
toward the attainment of the policy and the purpose set by that act 
and it has several branches, of which I am sure you are familiar. 

Admiral Denesrink. I am trying to give a helpful reply to your 
question, Mr. Ray. In the Senate, ‘there is the Potter subcommittee 
considering this same matter in a little different light. I believe it 
is referred to as the Magnuson bill and we have been in consultation 
and study with the Maritime Administration and bearing in mind 
the shipping needs of the military, we have tried to come up with 
what we consider the requirements for the various types of mer- 
chant vessels with due consideration to the existing merchant fleet 
of the United States, and we are concerned with the growing obso- 
lescence of our slow Liberty type fleet, of which we have several 
hundred laid up. 

We are also concerned with the fact that the life of our tanker fleet 
is about one-half gone through, and we are concerned about the neces- 
sity for the design and construction of prototypes of ships, so that we 
coul : have a modern, high speed merchant fleet capable of supporting 
the Navy in time of war as an auxiliary. 

Mr. Robeson asked some questions to which he wanted the answers 
put in the record and which I gave to the chairman yesterday, and I 
think that these questions might help this matter if I read them. 

The first question was: 

Are the Military Sea Transportation Service needs as to type of ships for the 
several kinds of service adequately met? 

That would seem to me to be a question along the line you asked. 
The answer which I prepared was: 

It is considered appropriate to recommend that the Congress place the maxi- 
mum reliance on United States flag merchant shipping to support the defense 
of the United States in a future war. 

While the United States flag merchant marine including the na- 
tional defense fleet, both active and reserve, is deficient only to a 
minor degree to meet initial defense requirements from a quantitative 
point of view, there is a serious deficiency from a qualitative point 
of view. 

Of special reference is the fact that there are 1,713 Liberty ships, 
of which 242 are active and 1,471 laid up. These are considered too 
slow for modern military needs. 

In addition, by June of this year, there will be 57 of the T-2 tankers 
exclusive of those in the Navy custody which have reached more than 
one-half of their life expectancy. These also should be replaced. 

Attention is invited to the type and character of privately owned 
vessels made available to the Military Sea Transportation Service 
for time charters, as listed in paragraph B on page 6 of my statement 
to the committee. It is pointed out that the bulk of these ships are 
the slow Liberty type. 

On page 7 of the statement, it is pointed out that the Government- 
owned ships include 10 Mariners and 114 Victory type ships. Accord- 
ingly, it can be seen that the present merchant marine fleet of the 
tramp-ship class cannot be considered to be totally adequate because 
of the preponderance of the slow Liberty type vessel which is un- 
satisfactory for most military purposes. 
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Then the second question which was asked was: 


Will there be available to the Military Sea Transportation Service ships which 
would adequately meet anticipated requirements in an emergency? 


The answer which I prepared was: 


There will be deficiencies in suitable tanker tonnage upon mobilization and 
this deficiency will increase monthly after M—-Day. In addition, there is a very 
serious deficiency in merchant-type vessels to adequately meet mobilization re- 
quirements in the dry cargo fleet which is composed in a major degree of Liberty 
vessels which are of slow speed and are gradually becoming obsolescent. There 
will be a small deficit in ships of the merchant marine available for conversion 
and use as troopships. 

The third question was: 

Is there need now to build for the merchant marine fleet additional ships of 
special fitness for certain requirements which may be reasonably expected to 
be needed in an emergency suddenly expanding Military Sea Transportation 
Service operations? 

And the answer I supplied was: 


I am concerned about the lack of a comprehensive merchant ship construction 
program which would provide for the orderly replacement of the vast propor- 
tion of our merchant fleet which is fast approaching obsolescence. 

In the past, upon the sudden outbreak of a war, it has been necessary to 
hastily improvise a ship building program which was not only costly but resulted 
in accumulation of ships so quickly designed and constructed as to be limited 
in unfavorable manner in their capability to meet modern military needs. 

It is clearly recognized that the special characteristics of merchant ships 
which are desired for ultimate military use must, of necessity, be modified and 
limited to conform to acceptable requirements for successful commercial enter- 
prise. Within the limits imposed by peacetime commercial utilization and an 
acceptable burden on the national economy, it is strongly recommended that the 
Congress support a phased merchant ship construction program of those ships 
required (1) to bring the active operating United States merchant fleet up to 
the numerical limits required to meet the initial needs of the Department of 
Defense, and (2) provide the means for the orderly replacement of existing 
operating tonnage now rapidly approaching obsolescence. 

It is further recommended that either as a part of the program recommended 
above or supplementary thereto, the means be provided for the construction 
and operation of sufficient prototype vessels which can serve as the basis for a 
mass vessel construction program upon the outbreak of a war. 


I would like to point out that these are my personal views as com- 
mander of the Military Sea Transportation Service and do not neces- 
sarily reflect the views of the Defense Department. 

Mr. Ray. Thank you. I think that is all I have, Mr. Chairman, 
except an apology to Mr. Robeson for asking questions which brought 
out the answers to his questions. 

Mr. Weicuet. With reference to what you have stated, you are 
talking about military needs and then you are trying to tie military 
needs into the commercial needs. With reference to the military need, 
shouldn’t the type of ship required for that, be paid for as an item of 
national defense rather than tied to the commercial merchant marine? 
Should that not be specially built and left standing by and ready just 
like the naval vessels are? In other words, the two are not identical 
with respect to the commercial and military need as you are pointing 
out; is that not so? 

Admiral Drenzprinx. I do not think that is entirely correct in my 
opinion. I think we can have merchant vessels which are useful in 
the commercial field which, with slight modification and certain de- 
fense measures included, can be adapted for the use of the navy in 
time of war. . 
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Mr. Weicuet. You mentioned these Mariners. Nobody is buying 
them commercially and won’t buy them because they say they cannot 
operate them profitably. And, with reference to the Victory ships, 
nobody has purchased them for commercial use; is that right? 

Admiral Denesrinx. I think the berth liners have several Victory 
ships but no one has bought any Mariners yet. 

Mr. Wetcnet, Did you say that you have some 170 of the C’s and 
Victory ships? 

Admiral Denrprink. We have about 114. 

Mr. Rosrson. Might I comment here, Mr. Chairman ? 

Mr. Weicue.. Yes. 

Mr. Roseson. I intended to ask those questions the other day before 
we adjourned primarily because during the First World War and in 
1915 1 was with the Newport News yard. I was supervisor on ship 
construction during World War I. 

From the shipbuilding viewpoint, every time we were forced into 
building ships, they were of a type that could be built in a hurry, 
but not necessarily designed for use after the war. We found we did 
not have ships to suit certain needs that should have been apparent, 
it seemed to me, to the Military Establishment, and we had no design 
and no arrangements for building them and no facilities for building 
them, and that is the reason we have that type of ship tied up all over 
the country. 

I thought, in asking the question, we might stimulate a little thought 
as to what type of ships the necessity of an expanded emergency oper- 
ation would require and to plan some time in advance. Intelligent 
planning would save some of the enormous sums of money that have 
been wasted which would not have been wasted if we had planned 
wisely. 

Mr Wercuet. In other words, the Maritime Commission and the 
Maritime Board did not provide such plans. They were charged by 
Congress with that duty and they did not perform it. 

Mr. Roseson. I think we will be faced with the problem, and we 
might as well ask about it now rather than when we need the ships. 

Mr. Weicuet. With reference to carriage of foreign-aid cargoes, 
the State Department was carrying them practically all in foreign- 
flag ships, and we passed a statute to carry 50 percent in American; 
isn’t that correct ? 

Admiral Denrsrinx. This is getting out of my field, Mr. Chairman. 

Mr. Wetcuet. Do you have any questions, Mr. Hart? 

Mr. Harr. No questions. 

Mr. Wetcuet. Mr. Dorn? 

Mr. Dorn. No questions. 

Mr. Weicuex. Mr. Tollefson. 

Mr. Totterson. Are the views that you have expressed here in con- 
nection with the proposed amendment to section 901, in other words, 
they are the views of the Military Sea Transportation Service and 
those of the Department of Defense, as well as your own ? 

Admiral Denrprtnx. Those views are merely my views as the com- 
mander of the Military Sea Transportation Service because of the 
fact that this hearing was predicated upon, I was told, that it was a 

reliminary hearing and was not based upon legislation that had been 
Porineéty introduced into the Congress, and I was asked to come up 
here and give my views as to the operations of the Military Sea Trans- 
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portation Service, and my views on the proposed section 901. Conse- 
quently, these views today do not represent the views of the Depart- 
ment of Defense, not necessarily. ae 

Mr. Totterson. In connection with your functions, you said in 
answer to questions by the chairman that you simply carry out the 
orders and requests of the Joint Chiefs of Staff in connection with 
carying cargo and men. They do not designate what ships you shall 
use, do they ? 

Admiral Denesrinx. They do not designate the individual ships, 
but this joint memorandum of agreement that I have mentioned was 
signed by the Secretary of Commerce and the Secretary of Defense 
and listed the order of priority of type of ships that I would use, the 
classification. 

Mr. Touterson. That is the general priority ? 

Admiral Deneprink. Yes, sir. 

Mr. Totiterson. But they allowed you, necessarily, a certain amount 
of discretion in connection with the use of the ships? 

Admiral DeneprinK. That is correct. 

Mr. Totuerson. At the time of that memorandum, were there in 
existence the 260 ships in the nucleus fleet ? 

Admiral Denesrink. That is correct; yes, sir. 

Mr. Toiterson. Was that figure arrived at by the Joint Chiefs of 
Staff, or was that number of ships determined to be necessary by your 
organization ¢ 

Admiral Denesrinxk. Well, I would say that the composition of the 
nucleus fleet was a determination of the Nav Department, the Chief 
of Naval Operations and the memorandum pe fs rb signed by the 


Secretary of Defense and the Secretary of Commerce which recog- 


nized the existence of that size nucleus fleet. 

Mr. Touterson. So that that was determined, in a sense, before you 
ever took your present post. 

Admiral Denrsrink. That is right. This memorandum of agree- 
ment actually sets forth that under present world conditions the ships 
required to be in the custody of the Military Sea Transportation 
Service and its administrative and operational control are expected 
to remain within the close limits of the following by types and then 
they list the number of ships, and that is the composition of the nucleus 
fleet. 'They recognize the need and existence of it. 

Mr. Totterson. During the course of your original statement, you 
made reference to the policy of the Merchant Marine Act saying in 
effect that the American merchant marine, the private fleet, should be 
an auxiliary to the military. 

Admiral Denrprink. Yes, sir. 

Mr. To.tierson. Now, as you interpret that, you mean that the 
American merchant fleet is auxiliary not to the strictly military as- 
pects of the Department of Defense but also auxiliary to this nucleus 
fleet. 

Admiral Denesrrnx. I think that is correct; yes, sir. 

Mr. TotieFson. That followed the policy you set out in your state- 
ment. 

Admiral Deneprink. Yes, sir. 

Mr. Toutterson. You say: 

Under conditions short of full mobilization, all shipping required above that 


under the permanent custody of Military Sea Transportation Service will be 
obtained in the following priority. 
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And you set out the priority, so that in effect the American merchant 
fleet is auxiliary not only to the military aspects of the Defense De- 
partment but also to the nucleus fleet. 

Admiral Deneprin«. That is correct. 

Mr. Toiierson. That is all, Mr. Chairman. 

Mr, Weicnet. Mr. Campbell, do you have a question? 

Mr. Campse.u. Yes, sir. 

Following up Mr. Robeson’s question of a few moments ago, what 
is wrong with the 1936 act, outside of management ? 

Admiral Denesrink. I would hesitate to answer that question, sir. 
I am not qualified to answer that question, I am sorry to say. I am 
just running the Military Sea Transportation Service, and I would 
like to be excused from answering that question. 

Mr. Wricuet. Mr. Osmers, do you have any questions? 

Mr. Osmers. No. 

Mr. Wricuet. Mr. Mailliard? 

Mr. Mariiiarp. No questions. 

Mr. Weicuet. Mr. Allen? 

Mr. Auuen. I have a few questions, Mr. Chairman. 

Admiral Denebrink, before I ask a question, I would like to say 
that I think the statement you made concerning the needs of the Navy 
on mobilization and the place the merchant marine would have in 
filling that need is the most constructive and well considered state- 
ment that I have heard in this committee room, and I commend an 
attitude which indicates that the Department is striving to positively 
make use of the merchant marine rather than to get on the defensive 
and sort of compete with it, which has been the feeling that, in times 
past, I thought was exhibited. I am very pleased you made the 
statement. 

I would like to say further that I think that one function of these 
hearings is going to be to try to educate, not the committee nor your- 
self but those on this higher policy level of which we have spoken on 
occasions, to the fact that what may be the most economical way of 
running the Military Sea Transportation Service or some other agency 
may not, at the same time, be the most economical for the general 
welfare or economy of either the Government or the country. I do 
not mean to be critical of the Military Sea Transportation Service in 
my questions. 

I would like to get further information relative to the comparative 
costs. Can you tell, from your experience in operating the Wash- 
ington and the LaGuardia, the comparative costs of conducting the 
operating, of transporting passengers, as between that type of opera- 
tion, the type of operation of a ship by the Military Sea Transpor- 
tation Service which is Government owned and suited for transport 
purposes and the taking of space for passengers on such ships as are 
run by the passenger services ¢ 

Admiral Dengsrin«. I have here, Mr. Allen, the comparative costs 
of operating the Washington and the LaGuardia as Military Sea 
Transportation Service ships.. Those two vessels were solely occupied 
in carrying dependents. For that reason they could not be compared 
with the normal Military Sea Transportation Service dependent trans- 
port which carried both troops and dependents. 

The figures from our records indicate that the Washington had a 
direct expense of $6,200,000, overhead of $28,000, and a total of 
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$6,231,000, and she carried 26,415 passengers. So, we had a rate per 
passenger of $235.91. 

The LaGuardia had a total expense of $1,117,000 and carried 4,124 
passengers for a rate per passenger of $270. 

Now, the cost of operating some of our dependent transports on 
the same run, which was the United States east coast to Europe, 
during the entire fiscal year of 1952, was that the U. S. N. S. General 
Derby, which is a P-2 type of transport, had a total cost of $3,343,000. 

That is a good figure because it is very close to the other two ships 
which we produced the data on. 

Those vessels carry 467 cabin passengers, 1,453 troop passengers, 
and also they carried 2,800 measurement tons of cargo. 

In arriving at our costs, we have to allocate the cost to the type of 
service that 1s performed. I think there is a little bit of erystal-ball 
business in what I am about to say, because the Comptroller allocated 
47 percent of the cost to cabin transportation, 50 persent to the troops, 
and 3 percent to the cargo. He came up with these figures: with 
regard to the transportation of cabin class, and on that percentage 
allocation, the General Derby spent $1,571,000, carried 10,115 pas- 
sengers. So, the rate on cabin passengers was about $155 per pas- 
senger. I don’t know whether that data is helpful to you or not. 

Mr. Aten. It is. Do you know what it would have cost to have 
used the facilities of the United States Lines, which I suppose were 
parallel 

Admiral Denepsrink. Yes, sir. Our off-season hauling—at that 
time we were able to get a contract with the United States Lines for 
$155 per passenger. We have to pay the going rate. Right now, it 
is $350. 

Mr. Autren. That is one way. 

Admiral Denrsrtnk. One way; yes, sir. 

Mr. AtLEn. Was the $155 figure an offer based on your costs in Gov- 
ernment ships or was it figured independently by the United States 
Lines ¢ 

Admiral Denrsrtnk. We just entered into a contract with them to 
carry 1,000 per month during the off season. That was helpful to 
them and helpful to us, and they quoted that figure and it was accept- 
able to us. 

Mr. Auten. Another phase of costs which I think has not been dis- 
cussed at all involves the shoreside facilities that might be maintained 
by either the Military Sea Transportation Service or private lines. 
I am interested in having your comments on any comparison with 
regard to the size of the establishments, the various points, and a 
comparison of the size of your establishments with those operated 
for furnishing similar services by the private operators. 

Admiral DeNEBrINK. Well, we do not operate any terminal facil- 
ities. I think it is important to recognize that. We do not have any 
dock space. Our responsibility begins when the cargo is loaded and 
auned and when the passengers embark, and the terminal facilities of 
the Army ports of embarkation or naval supply centers and private 
facilities are used. 

We maintain at four places in the world operating area headquarters 
to carry on our business. 

We also have subarea headquarters which are similar in size and 
then we maintain what we call offices which are very small, much in 
the same fashion that a private operator would conduct an office. 
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Outside of that, and the fact that at three places in the United 
States—that is, New York, San Francisco, and Seattle—where we have 
small maintenance and repair shops, I think, with a total of some 600 
people and probably less now, we have no shoreside facilities. We 
rely upon Navy and commercial communication facilities. We have 
no towboats other than 3 in Alaska and1in Japan. We rely upon the 
tug policy of the Navy Department, and I would say that our opera- 
tion is singularly free of a terminal connotation. 

Mr. Auten. Are there elements of cost of transportation reflected in 
this figure of $155 which involve the maintenance of terminal facilities 
which are furnished on the one hand by the private operator but 
which on the other hand are furnished to you by some other agency of 
Government. 

Admiral Denzsrin&. I would like to discuss this a bit with the gen- 
tlen.en who have accompanied me, if I may, Mr. Chairman. 

I think your point can be answered in this fashion: The Army or 
the Navy being charged with the loading of the passengers, they 
would have certain expenses connected with the handling of those 
passengers at their terminal facilities, at the Army port of embarka- 
tion, and that expense would be reflected in their cost and would not 
be reflected in our figure. 

Mr. Aten. Would it be true that the cost to the Government as a 
whole for transportation at this $155 figure furnished by the United 
States Lines would actually involve less expenditure of Government 
money than the total of your expenses for that similar travel, plus 
the ex —_ of other agencies in handling the passengers to and foram 
your shi 

Admiral Denesrink. Well, I would like to point out in reply that 
this cost of one-hundred-and-fifty-five-some-odd dollars was only 
available to us at the time of slack periods, which is a significant 
consideration. The responsibility of any passenger coming aboard, 
I would say, is a relatively minor one, it would seem to me. 

Mr. ALLEN. I am not trying to argue or just be critical, but merely 
to get the facts, as to what costs are coeived which we do not compare 
when we say it is $155 on the Military Sea Transportation Service, 
and $155 on the United States Lines. 

Admiral Witson. I think you compared it. The United States 
Lines do not provide anything to the passengers until the passengers 
come on the pier. 

Mr. Auten. Do they not have a rental for the pier and shoreside 
personnel who take care of the equipment ? 

Admiral Wutson. That is correct. 

Mr. Auten. And that is not included in the $155 ? 

Captain Munianry. The overhead is included, the janitor service, 
the lights and the electricity and that is why our rate is $155 and the 
United States Lines is $350. 

Mr. Auten. I am trying to get at whether there is a combination 
of Government services rendered in regard to the people you trans- 
port where the Army pays some of it and possibly some other agency 
pays some of it and you pay some of it as against the United States 
aines charge where they bundled it all in one figure. 
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Captain Mutianey. We have no budget, just like somebody will 
pay the United States Lines for their ticket, the Army pays us for 
their ticket. We do not have any budget from Congress. 

Mr. Auten. You have no veipeaaibility for the passengers before 
they are on the deck or after they leave. 

Captain Mounianery. Exactly the same as the United States Lines 
or any other commercial lines. 

Mr. Auten. Do you mean to indicate that the United States Lines 
has no responsibility ? 

Captain Mutianey. I don’t know if they include hotel fares and 
taxicab fares, but we do not. I don’t think they do. 

Mr. Auten. Getting back to another phase of this, Admiral Dene- 
brink, in the figure of $155, which is duvevt, I presume that there 
are elements of cost which actually come back to the Government by 
“a of taxes and possibly a recapture of a subsidy. 

dmiral Denesrin«. That is right. 
2 a Auten. In your figure, there is no such element that comes 
ack ? 

Admiral Drenrsrrnx. That is right. 

Mr. Auten. It is the total net outgo for the service. 

Admiral Denesrinx. That is correct. 

Mr. ALLEN. You mentioned on several occasions the configuration 
of the transports and the other ships which leads me to ask for some 
statement as to the method by which you compute the requirements 
when you are planning a transport. Very frankly, I am led to the 
question by the fact that it is indicated by the figures that after the 
transport has been built and made available, there is a sufficient amount 
of space available for other uses that it would be uneconomical to let 
it go to waste. 

What I would like to know is, Why at the outset was the transport 
so designed? Can you give us a general statement on that? 

Admiral Denesrink. I think I can. These things are always very 
realistic. My recollection is that a lot of these ships—we had two 
different types of transports built during the war—I think the P-2 
type was built to carry in the neighborhood of 5,000 troops and I think 
there was the Austerity Trooper, the C-4 hull, stack aft, which was 
built to carry 3,000 troops and they were all, I think, very austere. 

After the war was over, the Army Transport Service, according to 
my recollection, modified some of the transports of their service and 
fitted them to carry dependents to meet the realistic need for the 
transportation of Nuieatieatt and that conversion is reflected in the 
character and quality of the specific space assigned for the transporta- 
tion of dependents. In some of the other transports, where the aus- 
tere features were retained in order to provide for a more maximum 
use of troops, I think that is exactly the way it was arrived at. 

Mr. Auten. Would you have a plan in prospect which would give 
you the figures on which to base the needs of future transports, and 
if so, would that be any different from the ones you now have? 

Admiral Denrprtnk. Well, we have the capacities of our existing 
ships and I believe that our plans envisage the requirements that we 
would have on mobilization and I am certain that we would obtain 
other ships and we would have to go through the same business that 
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we have done in both wars that I am acquainted with, of converting 
ships from the private trade into troopers. 

Mr. ALLEN. Going to another field of questioning, we have heard, 
as has been indicated to you, a representation that the merchant ma- 
rine has always been available and willing to take the cargoes which 
the Military Sea Transportation Service offer and I think you said 
that there were refusals in one or two instances. If you have no ob 
jection I would like to know the names of the ships and the places and 
the lines involved and the details so that we might be able to confront 
the people who made contrary representations with the facts involved. 

Admiral Drenesrink. We will be very happy to get that for you, 
Mr. Allen. We will consult our records and our correspondence. 

Mr. Auten. Mr. Chairman, may that information be inserted in 
the record ? 

Mr. Weicuet. Yes. 

(The following information was later supplied for the record :) 


From the Ist of November 1950 until the 1st of November 1951, the Military 
Sea Transportation Service was unable to obtain the use of any of the estimated 
165 ships of the American-flag tramp fleet. When contacted by representatives 
of COMSTS the owners and operators of such ships stated that they had prior 
commercial commitments which had to be fulfilled and that the opportunities 
that were offered by the private commercial market were so lucrative as to pre- 
clude the possibility of their offering any ships under their control to the MSTS 
at that time. 

In addition commercial operators preferred to charter their ships commercially 
whenever possible because Government charter contracts contained a renegotia- 
tion clause which was disliked by private industry. 

The following are recorded instances of specific refusals by commercial op- 
erators to deliver military support cargo to the ports designated by COMSTS. 

(a) The Central Gulf Steamship Corp. was requested on February 12, 1952, 
to divert to Pusan, Korea, the steamship Green Valley then en route from New 
Orleans to Yokohama. The company refused to divert the ship because of prior 
commercial commitments 

(>) The Amherst Steamship Corp. on February 28, 1952, was requested to 
divert the steamship Jose Marti to Pusan. The ship at that time was en route 
from New Orleans to Yokohama. The Amherst Steamship Corp. refused to 
divert the ship because of prior commitments for future cargo which would have 
meant a loss of contract to their company. 

(c) The States Marine Corp., owners of the steamship Golden State, on Janu- 
ary 30, 1953, refused to divert that ship to Kusan due to the risk of bottom 
damage which they alleged occurred to vessels calling at that port previously. 

(d) The American President Lines on April 15, 1953, refused to lift 1.3 
measurement tons of ammunition from Yokohama, Japan, to Bombay, India. 
The reason given for the refusal was that regulations at intermediate ports of 
call between Yokohama and Bombay prohibited the entry of any ship loaded 
with ammunition. This would have necessitated the discharge and reloading 
of the ammunition before entering port. Delay of the vessel and additional 
handling charges at each port of call would have resulted according to the 
American President Lines. No other American-flag operator would agree to lift 
this cargo. 

(e) The Lykes Steamship Corp. on April 17, 1953, was requested to divert 
the steamship Barbara Lykes to Inchon. The company refused to divert the 
ship because of commercial commitments. The Lykes Steamship Corp. stated 
that the steamship Barbara Lykes had prior loading commitments for the home- 
ward voyage which would not permit them to honor the request for diversion. 

Since September 1952 MSTS has been unable to obtain the voluntary offering 
of berth liner space on ships moving from the Atlantic coast.. This unwilling- 
ness on the part of the berth liner operators is due to the fact that the cargo 
so offered consists mostly of vehicles which if lifted in large quantities to the 
exclusion of other types of cargo provides an unacceptable revenue for the 
voyages included. The following table illustrates the small percentage of cargo 
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offered which is being lifted by commercial berth liner operators from the 
Atlantic coast to the Far East: 


| om om 
| Tonnage | Tonnage M | Tonnage | Tonnage 
| | ' Month ‘ 
Month | quota ! | lifted = quota | lifted 
| 
| 


onsite —_—|-——- apnepagut 


1952 
August adhe | 43, 898 44, 304 January - 
September... . 39, 799 31, 562 February 
October ainsi | 64, 221 | 27 65 Mareh 
November ‘ 66. 948 31, 316 April 
December - -- oauhibs 88, 653 41, 788 May.... 


1 Tonnage offered to commercial berth liner operators. 


PRIVATE TIME CHARTER AVAILABILITY 


I. Explanation of chart 


(a) Black solid lines: Number of vessels on charter to MSTS per month. 

(b) White lines: Commercial vessels offered to MSTS by commercial oper- 
ators for charter on a monthly basis. 

The object of the graph is to show the number of vessels on charter to MSTS 
in relationship to the number voluntarily offered to MSTS by private commercial 
operators. The graph illustrates the fact that during periods when commercial 
cargoes were plentiful private operators found such business more lucrative than 
Government charters and that as the commercial market declined the private 
operators increased their offerings of ships to MSTS. 


II. June to December 1950 


The immediate effect of the Korean war, which began June 25, 1950, was not 
apparent to the tramp market, although by October and November charter 
prices began to climb. There were very few other shipping programs to affect 
chartering so MSTS could increase its fleet from 6 vessels to about 26. No record 
of offers was kept during this period. 


1II. January to June 1951 


The Hungnam evacuation and huge ECA coal programs had a marked effect 
on the market and prices skyrocketed from $42,000 to $69,000 per ship per month. 
In spite of repeated pleas to the tramp operators, no vessels were offered; 
commercial fixtures were more attractive and even though MSTS was forced 
to increase its hire from $44,000 to $57,000 per month, no new ships could be 
had. Liberty owners wanted their vessels back but because they were on an 
8-month charter, the drop in MSTS’s privately owned fleet did not become ap- 
parent until January, February, and March 1952. 


IV. July to December 1951 


An east coast maritime strike leveled the market somewhat in July but by 
November the market began to climb to new heights. Commercial prices reached 
$71,000 and MSTS had to pay $60,000 to keep a semblance of a private fleet. 
The extensive use of GAA vessels kept MSTS in ships during this difficult period. 
Continued pleas for private ships at higher rates reached few receptive ears. In 
general, the support came only from the berth operators. The tramp operators 
began canceling ship after ship in their eagerness to fix commercially. MSTS 
would have experienced extreme difficulty except for the berth ships and GAA. 


V. January to June 1952 


The market began leveling off, but by February all indications pointed to a 
bearish market. With the loss of the coal programs and the operators having 
a lot of redelivered ships on their hands, the plunge began downward. By 
March, MSTS had only six ships on charter but the offers began pouring in. 
MSTS was attempting to help by redelivering their GAA vessels and the effect 
of this is shown by the gradual increase in MSTS privately owned Liberties. 
By May, new hopes for September coal raised the operators’ hopes and they 
withheld offers awaiting the market turn. By June their hopes had faded. 
The coal was not there. European production had been good. Again offers 
poured into MSTS. GAA vessels were turned in faster as private ships con- 
tinued to replace them. 





206 AMEND 1936 MERCHANT MARINE ACT 


VI. July 1952 to present 


By July commercial fixtures were made below operating costs and individual 
short term charters were fixed as low as $34,000 per month in spite of operating 
costs that had increased from $36,000 in June 1950 to $42,000 by April 1952. 
MSTS in replacing their GAA ships, had increased their tramp Liberty vessels 
to an alltime high of 60. Commercially, fixtures steadied at $38,000 and MSTS 
held to this market price. 

Special note 


It is interesting to record that in the closing months of 1951, MSTS had 266 
Government-owned ships under GAA and bareboat charter. By October 1952, 
this had been reduced to 93 GAA ships and 1 bareboat which means that a total 
of 190 Government-owned ships have been redelivered. Since March 1952, 172 
GAA’s have been redelivered and as the graph clearly shows, privately owned 
ships replaced these redelivered ships as required. 

Mr. Auten. You have referred to the use of the nucleus fleet and to 
the rather full use of it as a matter of economy of operation. I 
would like to get some information with regard to that policy. I 
will say at the outset that in the treatment of the shipyards of the 
Maritime Board, the policy has been to lay up certain yards so that 
they would be available for use when satel in a mobilization time, 
leaving to the private shipyards the business that might be available 
and thereby some hope to the private shipyards that they could sustain 
themselves during the period of peace, 

On the contrary, in the use of ports of embarkation by the Army, 
there has been a policy to use existing facilities to the full and I 
believe it is true a simultaneous dwindling out of existence of some of 
the private facilities which might be very much needed in time of 
mobilization. 

There you have 2 contrary policies by 2 agencies of Government. 
In the operation of a nucleus fleet would it not be true that if your 
fleet were operated at 50 percent of capacity or some other percentage, 
that you not only have a nucleus but an immediate ability to expand 
without more ships or more men than if you keep it going in an opera- 
tion at 100-percent capacity. 

Admiral Denrprink. Well, we come right up against the economy 
feature where I am confronted with the necessity to conduct an eco- 
nomical operation in the expenditure of appropriated funds of the 
three Departments and if I were to send out my dine half loaded with 
either troops or cargo, I am afraid I would not last long in my job. 

Mr. Auten. Is it not true, however, that whatever seat Toad on your 
ships, it is likely to replace private tonnage by the same amount. 

Admiral Denrsrrx. Well, I think with regard to the troops, there 
is no conflict between us and the American flag private operators 
because they are not set up to carry the troops. 

With regard to aircraft, they are not set up to carry the aircraft; 
with regard to private vehicles, by law, they must be taken in Govern- 
ment-owned ships, and I think I would like to say that the number 
of private vehicles that we carry is only a small percentage of the 
total number of vehicles that we carry. It is not a big percentage. It 
may be 10 percent or 15 percent. 

When it comes to the other vehicles which constitute about 30 per- 
cent of our dry cargo, as I testified yesterday, the private operator is 
reluctant to carry them because he does not get maximum revenue 
from carrying vehicles. He would prefer to be a little choosy in the 
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selection of a cargo and refuse a vehicle lift so that he could get a lift 
that would produce more revenue. 

My problem is not as broad as the problem which your committee 
has. My problem is simply to conduct an efficient and an economical 
operation in order that the appropriated funds from the Congress 
to the Army, Navy, and Air Force will be wisely and judiciously 
expended. 

Mr. Auten. I sometimes think that one of my criticisms is that 
you do the job so well. 

Admiral Denesrinx. Well, thank you, Mr. Allen. 

Mr. Auten. But if the policy were made at a higher level, having 
in mind what the mobilization need would be, would it not probably 
be true that there would be more ships available, both in your opera- 
tion and in the merchant marine fully manned and available for imme- 
diate use if you carried a little less and the merchant marine carried a 
little more. 

Admiral Dreneprink. I think that that follows very logically. 

Mr. AtLen. Some mention has been made of the agreement between 
Commerce and Defense with respect to the placing of cargoes by the 
Military Sea Transportation Service of other Government agencies. 
Is the policy that is involved in that agreement substantially different 
from the policy that is stated in the bill concerning the Military Sea 
Transportation Service which we have before us with regard to its 
practical application at the present time. 

Admiral Deneprink. I would say it is almost identically the op- 
posite. 

Mr. Aten. In what way would your practice be different under the 
bill before us and your practice under the agreement ? 

Admiral Denenrtnx. Under the proposed bill, as I read it, to amend 
section 901, if that were strictly carried out, I would envisage that the 
nucleus fleet. would become nonexistent and it would be a very difficult 
think to handle, the shipping services, according to this amendment, 
performed by Government-owned and operated vessels, shall be auxil- 
iary and supplementary to such services as are being or can be supplied 
by privately owned and operated American vessels. We would have 
a very difficult administrative problem, and again there, I keep com- 
ing back to this, a very difficult problem economy-wise in running our 
nucleus fleet if it had to support the private operators. 

Mr. Atten. Would the nonexistence of the nucleus fleet impair or 
threaten the national security ? 

Admiral Denesrinx. I feel so very strongly, Mr. Allen, I think the 
day-to-day existence of the nucleus fleet to provide for emergency, 
the movement of such cargoes, the movement of troops, to act as a 
cushion against labor stoppages is very important in the national 
interest. 

Mr. Atien. Doesn’t the bill directly prohibit any action under it 
which would impair or threaten the national security ? 

Admiral Denesrtn«. The bill states: 


Nothing herein contained shall impair or threaten the national security of the 
United States. 


But the general phraseology of the bill is a matter which, in my per- 
sonal opinion, 1S of great concern to me. 
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Mr. Auten. If the bill were phrased somewhat differently so as to 
establish the intent that it would be the policy of the Congress and of 
the nation that the merchant marine should carry the full extent of 
the cargo that it might carry without impairing or threatening the 
national security, would your practice as you now carry it on under 
the agreement between Commerce and Defense be any different than 
you would carry on under such a properly phrased bill? 

Admiral Deneprin«. I am afraid that if the philosophy of your 
proposed bill were enacted into law that we would have just the re- 
verse of what is now in the priority of use, and the memorandum of 
agreement. 

Mr. Auten. Would you have any objection to having the agreement 
in the record ? 

Admiral Denesrink. I think the agreement is a public document 
and I would be very happy to submit it for the record. 

Mr. Auuen. May it be placed in the record, Mr. Chairman ? 

Mr. Weicuet. That will be placed in the record. 

(Memorandum of agreement is as follows:) 


MEMORANDUM OF AGREEMENT BETWEEN THE DEPARTMENT OF DEFENSE AND THR 
DEPARTMENT OF COMMERCE CONCERNING THE RELATIONSHIP BETWEEN THE 


NATIONAL SHIPPING AUTHORITY AND THE Mrrarary Sea TRANSPORTATION 
SERVICE 


ANNEX A—MSTS FULL MOBILIZATION REQUIREMENTS (OF HIGHER CLASSIFICATION, 
LIMITED DISTRIBUTION 


1. In amplification of the statement of policy of the Secretary of Defense 
dated May 10, 1951, in the premises, it is agreed that the relationship between 
the National Shipping Authority and the Military Sea Transportation Service 
shall be governed by the principles set forth below. 

2. The decision as to whether to utilize general agency shipping provided by 
the National Shipping Authority or to obtain custody of ships from the Mari- 
time Administration for administrative and operational control by MSTS shall 
be predicated on the following: 


a. Ships required to be in custody of MSTS under present conditions 


Under present world conditions ships required to be in custody of MSTS for 
its administrative and operational control are expected to remain within close 
limits of the following by types: 

(1) Merchant-type general cargo ships: 
AK-25 
AKL-22 
(2) Merchant-type reefer ships: 
AF-7 
Tankers: 
AO-69 
AOG-10 
Ammunition ships: 
AE-O 
Aircraft cargo ships: 
AKV-5 
Transports: 
AP-62’ 
APA-2 
APc—-4 


b. The additional number of ships required to be in custody of MSTS under full 
mobilization conditions 

The number of ships in addition to those set forth in subparagraph 2a re 

quired to be in custody of MSTS under full mobilization conditions is, for se- 


1 Includes 3 ex-APL ships to be delivered to MSTS in calendar 1952 
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curity purposes, made available to the Administrator, Maritime Administration, 
by Commander, Military Sea Transportation Service, separately as a classified 
annex to this agreement. 


ce. Additional ships required for MSTS purposes to be obtained from other sources 
including general agency 

(1) Under conditions short of full mobilization all additional shipping re- 
quired above that indicated in subparagraph 2a will, except as provided in 
paragraph 5, be obtained by the following means: 

(a) Maximum utilization of available berth space wherever this is consistent 
with military requirements. 

(0) Time charter of suitable privately owner merchant vessels to the extent 
these are voluntarily made available by industry. 

(c) Shipping provided by NSA under general agency arrangement. 

(7%) In the event that United States-flag shipping is not available under the 
conditions stated above, MSTS may employ foreign-flag shipping only to the 
extent necessary to meet urgent military requirements which cannot be met in 
time by other means. 

(2) Under full mobilization conditions, all additional shipping required to 
discharge the MSTS mission above that provided for in subparagraph 2b will, 
except as provided in paragraph 5, be obtained from NSA under general agency 
arrangement, 

8. When submitting requests to the Maritime Administration for the transfer of 
ships to the custody of MSTS in excess of the numbers set forth in subpara- 
graph 2a or, in accordance with the information made available under 2b, (and 
under the conditions set forth in either of such subparagraphs) the following 
criteria will be adhered to in determining the need for same, and this informa- 
tion will be furnished to the Maritime Administration. 

(a) There is a continuing and sole military use for the ships requested, or 

(b) Such ships are required to provide a ready reserve for immediate transfer 
to the fleet, or 

(c) Security considerations override all others. 

4. Subject to security limitations, MSTS will keep NSA advised of the em- 
ployment of general agency ships for military purposes and by a mutual working 
relationship with NSA will insure that such ships are made available to NSA 
for other employment when military requirements so permit. 

5. Under present conditions, under conditions of full mobilization, or in 
special circumstances short of full mobilization, the provisions of this agreement 
shall be as mutually agreeable to the two Departments, subject to such change or 
modification as may be considered necessary to meet the altered needs of military 
or national economic requirements. 

Aveust 15, 1951. 

Rosert A. Lovett, Acting Secretary. 
(For the Department of Defense.) 
Avaust 31, 1951. 
CHARLES SAWYER, 
(For the Department of Commerce.) 
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Tue SECRETARY OF DEFENSE, 
Wasuineton, May 10, 1951. 

Memorandum for: The Secretaries of the military departments. 

The Joint Chiefs of Staff. 

The Assistant Secretaries of Defense. 

Chairman, boards, councils, and committees, OSD. 

Directors of offices, OSD. 
Subject: Relationship of the National Shipping Authority and the Military Sea 

Transportation Service. 


The attached statement of policy, which supersedes the policy approved April 
17, 1951, on an interim basis, is forwarded for guidance. 


Rosert A, LOvETT, 
Acting Secretary. 
Attachment. 
May 8, 1951. 
Memorandum for: The Secretary of Defense. 
Subject: Relationship of the National Shipping Authority and the Military Sea 
Transportation Service. 


On April 17 you approved for interim use a policy statement on the above sub- 
ject and further instructed me to arrange for securing the concurrence of the 
three military departments and the Munitions Board. By separate action you 
also referred this statement of policy to the Joint Chiefs of Staff for their com- 
ments and recommendations, 

Attached is a revised statement of policy which is concurred in by the three 
military departments and was approved by the Munitions Board on May 3. This 
statement is identical to that approved by the Joint Chiefs of Staff under date 
of May 2, 1951. 

It is recommended that the attached policy now be promulgated to replace 
the interim policy disseminated to the three departments on April 25, 1951. 

E. G. PLowMAn, 
Consultant to the Secretary of Defense 
on Transportation and Trafic Management. 
Attachment. 
Coordinated with— 
F. W. GREENE, 
Colonel, General Staff Corps, 
Department of the Army. 
A. J. HALEY, 
Department of the Navy. 
A. G. FRANKEL, Jr., 
Major, USAF, 
Department of the Air Force. 


POSITION OF THE DEPARTMENT OF DEFENSE IN THE MATTER OF THE RELATIONSHIP 
OF THE NATIONAL SHIPPING AUTHORITY AND THE MILITARY SEA TRANSPORTA- 
TION SERVICE 


1. The Department of Defense recognizes the value and need in time of war of a 
civilian shipping authority with broad powers of control over oceangoing mer- 
chant vessels, provided, however, that military drafts on such pooled shipping 
are adequately met, subject to being engaged, operated, and controlled in con- 
formity with the requirements and plans of the military authorities and the 
exigencies of the military situation. 

2. In consonance with the above, and in the event of war, the Military Sea 
Transportation Service will call upon the National Shipping Authority (1) for 
its additional (noncombatant) merchant-vessel requirements to meet military 
necessities and (2) for such other maritime services as the National Shipping 
Authority is capable of providing and which are deemed, by the Military Sea 
Transportation Service, as directed by higher authority, to be necessary for 
military purposes. 

8. The operational plans and procedures of the National Shipping Authority, 
as presently formulated and submitted to the Defense Transportation and Storage 
Committee of the Office of Defense Mobilization, provide for general-agency 
arrangements and the allocation of vessels in accordance therewith. The Mili- 
tary Sea Transportation Service, under the direction of the Joint Chiefs of Staff 
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and the command of the Chief of Naval Operations, is the sole agency of the 
Department of Defense responsible for providing all oceangoing transportation 
for the Armed Forces. In the exercise of this responsibility, having due regard 
to general military considerations, the Military Sea Transportation Service will 
in peacetime be guided by the general! policy of the Department of Defense, which 
is to use privately owned and operated maritime vessels to the maximum prac 
ticable extent, and in wartime, under circumstances where such facilities are 
made available by the civilian shipping authority, to follow the same policy, and 
giving due consideration to specific conditions that may exist in any combat area. 

4. In the execution of this policy, the Military Sea Transportation Service, as 
directed by higher authority, must retain the power of decision concerning the 
suitability of all such arrangements and undertakings which affect vessels owned 
or in the custody of the Navy and assigned to the Military Sea Transportation 
Service, and vessels allocated to it by the National Shipping Authority. 

Mr. Auten. Can you give us any help on a statement which would 
make it a policy for these higher levels of which we speak by which 
we might indicate to them that it is our desire that the two operations, 
the Federal Government and the merchant marine on the one hand, 
and the military on the other, should so distribute the handling of 
cargo that the two would be properly occupied in keeping the desirable 
mobilization level? 

Admiral Denrprin«. I recognize the problem which confronts this 
committee, and I also recognize that my problem is only one facet of 
the problem that confronts your committee. In trying to be of some 
help to you, I had called to my attention here that there was in this 
memorandum of agreement itself, the position of the Department of 
Defense in the matter of relationship of the National Shipping Au- 
thority, and the Military Sea Transportation Service, and in para- 
graph 3, it states: 

The operational plans and procedures of the National Shipping Authority 
as presently configurated and submitted to the Defense Department stressed that 
the Office of Defense Mobilization provides for general agency agreements and 
the allocation of vessels in accordance therewith. The Military Sea Transpor- 
tation Service under the direction of the Joint Chiefs of Staff and the Commander 
of the Chief of Naval Operations is the sole agency of the Department of Defense 
responsible for the providing of oceangoing transports for the Armed Forces. 
In the exercise of this responsibility, having due regard to the general military 
consideration, the Military Sea Transportation Service will, in peacetime, be 
guided by the general policy of the Department of Defense which is to use 
privately owned and operated maritime vessels to the maximum practicable extent 
and in wartime under circumstances where such facilities are made available by 
the Civilian Shipping Authority, to follow the same policy and give due considera- 
tion to specific conditions that may exist in any combat area. 

Now, in trying to contribute some personal views, and this was only 
my personal view, when we take a look at the American flag private 
merchant marine, we have two general classifications, the berth opera- 
tors and the tramp operators, and the berth liner operators run on 
regularly scheduled routes. They must have regular ports of call. 
It is difficult to divert them. It may be and it may not be that we can 
use a berth liner to move our cargoes. Some of them operate under 
construction subsidies. Some of them operate under operational 
subsidies, and then, of course, I recognize that a few of our inde- 
pendents avail themselves of neither means. I am surprised, frankly, 
that we are able to do as much business with the private berth line 
operators in the movement of cargo as we do, 45 percent of our dry 
cargo. That isa lot. 

So we are not ignoring the berth liner operator to any extent. I 
am surprised because of the nature of their operation that we can get 
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as great a utilization as wecan. When we come to the tramp operator, 
the tramp operator charters his vessel. When he does, it becomes a 
ship that we can send where we want it and when we want it and hold 
it as long as we want and pay for it on a per day rate. The difficulty 
with the American tramp fleet is that it 1s largely composed of obso- 
lete Liberty ships and if I were to rely upon the existing privately 
owned American tramp fleet, I think it would be leaning on a very 
slender reed and I feel that regardless of the American tramp fleet, 
I must utilize, as a matter of national security, a minimum number of 
superior type Victory ships under a general agency agreement. For 
me to accept all of the Liberty type tramps and not avail myself of 
Government-owned Victory ships, in my opinion, would be a great 
mistake in the national interest. 

Fortunately, at the present time, under the shipping conditions 
that exist at the present time, we are utilizing the private-berth 
operators to the maximum and we are utilizing the American tramp 
fleet, in my opinion, to the maximum. 

In addition to that we, of necessity, have to use, at the present 
time, 140 Victory and other fast-type ships, including 10 Mariners, 
in order to do our business. I will try and keep the balance of those 
three segments of the shipping industry in equilibrium as a matter 
of meeting our memorandum of agreement, but I would hate to ever 
be in the position that we did not have the Government agency Victory 
ships ond that we had to rely on the 10-knot obsolete Liberty ships 
to meet our military requirements. 

Mr. Auten. Having in mind our form of government, that Con- 
gress shall state the policy and the executive department carry it 
out, would you see any objection to enacting into a law a statement 
such as appears in the agreement, such as you just read ¢ 

Admiral Denesrink. I think again that that is a matter that gets 
me « little out of my position here. I am extremely anxious to 
retain my status pretty far down the line, Mr. Allen. 

Mr. Auten. You prefer not to answer the question then, Admiral ? 

Admiral Denesrink. Inasmuch as this is an approved document, 
it represents the views of the Department of Defense and the Depart- 
ment of Commerce, and I do not feel that I should commit the Gov- 
ernment as to whether or not they would prefer to see this enacted 
into law. This was signed by Mr. Lovett for the Department of 
Defense and Mr. Sawyer for the Department of Commerce and the 
date is August 1951. 

Mr. Auten. Would you be willing to state whether, in your per- 
sonal opinion, the practice under the document has been satisfactory 
and a successful operation of a policy ? 

Admiral Denesrtnk. I would say that the operation of this mem- 
orandum of agreement has fully supported the American privately 
owned merchant marine and the working relations that we have 
achieved under this memorandum of agreement have been eminently 
satisfactory. I think that the Government interest has been provided 
for through the medium of the existence of a nucleus fleet. I think 
the private operators have been taken care of through the priority 
established for the utilization of the berth liners and the time and 
the voyage charters. I think that the proper position of the general 
agency ships has been established, bearing in mind that we will 
aleenn have to have a minimum number of general agency ships or 
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fast ships or other fast ships, private or Government, to augment 
our nucleus fleet as long as the conditions which exist today are 
maintained. 
_ Mr. Aten. Has the operation of the agreement in any way 
impaired the national security and will its future operation in any 
way impair it insofar as you can see? 

dmiral Deneerink. Speaking as the commander of the Military 
Sea Transportation Service, I do not see where the operation in any 
way harms the national interest or the national security. I would pre- 
fer to answer it in the affirmative. I think it supports the national 
interest. 

Mr. Attzn. When you were talking about some of the weaknesses 
of the present merchant marine in making your suggestion as to 
ships that should be brought into being, did you have any thought 
that you would like to express, with regard to the requirement of hav- 
ing trained men in addition to the ships in order that the ships might 
be operated? I have particularly in mind that when some of the 
ships were broken out during the last few years with high-pressure 
systems there was a scarcity of engineering personnel. 1s it neces- 
sary, in your opinion, that not only should the ships be brought into 
being but kept in operation in order to have the personnel available 
to operate both the ships that we might have and the expanded 
merchant marine? 

Admiral Denesrinx. I think your point is very well taken, Mr. 
Allen. It is not possible to make bricks without straw and it is not 
possible to operate ships without trained personnel, and just as in 
the Navy, we are continually confronted with having people in train- 
ing in order to meet our needs, it is also necessary in the merchant 


marine that they have a training P awe This is just my personal 


opinion. And you cannot expan 
sonnel to make it click. 

Mr. Auten. Thank you, Admiral. That is all, Mr. Chairman. 

Mr. WeicueL. You mention a figure of 400 or something like that 
as being passengers who represented 45 percent of the cost of the 
operation as against 1,500 troops. I woah like to know, Would that 
be a fair allocation of the cost in arriving at that figure of $150 

Admiral Denrsrrnx. I think I prefaced my remarks by arn that 
I thought there was considerable of crystal balling in that, but I am 
advined that the method the Comptroller used in making that alloca- 
tion, percentagewise, was based upon the total space of the ship, and 
the space of the ship allocated to cabin class, and the space of the 
ship allocated to the troops. 

Mr. Weitcuev. It wasn’t realistic with respect to the cost of opera- 
tion for passengers. 

Admiral Denesrtn«. I think I could argue against the thing better 
than I could argue for it. 

Mr. Wercue. I am just talking about the money that was spent. 
That is all. 

Admiral Denrertnx. Yes. 

Mr. Wetcueu. Mr. Shelley? 

Mr. SHetiey. Taking that same situation, Admiral Denebrink, you 
just said it was based upon the space of a ship. Now, what do you 
mean by that? : 

Admiral Denzsrinx. Mr. Taylor has the information on that. 


anything without having the per- 
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Mr. Tartor. What the concept was based on was that the total cost 
of operating the ship was to move so many spaces through water. 
From this was deducted the engineering space, all the spaces which 
were incidental to the operation of the ship as a whole and not par- 
ticularly incident to the passenger operation. Then the remaining 
space which was specifically for the cabin accommodations on the 
one hand, and the troop accommodations on the other hand, a segrega- 
tion was made based on the amount of space used for each of the two 
accommodations. 

A differential was allowed because of the more costly items of the 
cabin accommodations than those of the troop quarters. When you 
consider the proportionate amount of feet of space which a cabin 
passenger would have in their accommodations as compared with 
the rather few feet of space which a troop passenger has, I think it 
would explain the significant difference in the cost on a per passenger 
basis. Again, you must remember that we have rooms and cabin 
passengers while we have more or less open quarters for our troops 
where they are tiered one above the other. 

Mr. Weicuen. The Government already owns the ship, that is what 
I mean. 

Mr. Tayrtor. That is correct. In these costs is not a cost of the 
depreciated ship, but merely the operation and maintenance of it. 

Mr. Weicuet. Using something you already have. 

Mr. Tayuor. That is correct. 

Mr. Suexiey. Let us get back to the general cost accounting system 
and the factors involved in your operation. 

In the first place, do you carry on your books any amount for the 
value of the ship and the depreciation of the ship? 

Admiral Denrprinx. No, we do not. 

Mr. SnHetiey. That is because the Military Sea Transportation 
Service as such does not own the vessel ? 

Admiral Denesrink. We have the custody of certain of the ships 
that are Government owned and the other ships we charter. 

Mr. Suetitey. Where is the cost for depreciation of a vessel shown 
in any Government records? 

Admiral Denesring. That is never shown because it is never 
considered. 

Mr. Suextey. Do you carry any insurance costs in your records? 

Admiral Denzsrink. We normally do not carry insurance, but I 
am advised that we do have one category of insurance, self-indemnity 
insurance, where we have the sum of $5 million. 

It is set up as follows: 


The sum of $4 million was officially set up in this account as of July 1, 1951, 
in accordance with article XII (d) of Military Sea Transportation Service charter. 
And beginning with July 1951 and monthly thereafter, through February 1952, 
the sum of $131,666 has been added thereto. The offsetting charge for this 
$4 million item is included in liabilities assumed and results in the reduction 
to the corpus to the fund. The monthly charge of $131,000 was made against 
charter and ship-contract expenses. For information, it is advised that the 
number of Maritime Administration ships under bareboat charter to Military 
Sea Transportation Service decreased in February 1952 to the point where it 


was considered advisable to discontinue the monthly credits to this reserve 
account. 


So we are not bareboating any ships at the present time but I 
wanted to be specific that we did have that one item for the bareboat. 
Mr. Sueiiey. That is the self-insuring fund. 
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Admiral Deneprink. Yes, sir. 

Mr. Suetiey. That is set up from other Government funds? 

Admiral Denesrink. Yes, sir. 

Mr. Suetiey. And that is not at all akin to the type of insurance 
coverage that a private operator has to carry on his vessels? 

Admiral Deneprink. No, sir. 

Mr. Sur.iey. I gather from the statements made in the record up 
to this point that the function of the Military Sea Transportation 
Service is simply the operation and maintenance of the vessel for the 
purpose of hauling cargo and persons from the time they are placed 
aboard the vessel until the time they go down the gangway or over the 
side of the ship. 

Admiral Denesrink. That is correct. 

Mr. Suetiey. And those are the only costs chargeable to you, the 
cost for such operation, the only things that show in your bookkeeping 
system are the costs attendant thereon ! 

Admiral Denesrink. Well, we have our own overhead, our own 
administrative overhead of our organization. 

Mr. SuHeiiey. That goes to those four major offices ? 

Admiral Deneprink. Yes, sir. 

Mr. Suetiey. And the smaller offices? 

Admiral Deneprink. Yes, sir. 

Mr. Suetitey. To come back to what Mr. Allen was asking about 
a while ago, what about the maintenance of the berthing facilities 
and terminal facilities? Where could that show? Where does it 
show ? 

Admiral Denesrink. That will show in the appropriation for the 
Department of the Army against the Army port of embarkation. It 
would show in the cost to the Bureau of Supplies and Accounts of 
the Navy Department for the operation of their naval supply centers 
and naval supply depots. 

Mr. Suetizy. And the cost of maintaining and keeping those in 
operation is not reflected in the figure that you have given for Military 
Sea Transportation Service ? 

Admiral DeNnesprink. That is correct. 

Mr. SuHe.ier. Where would the cost of loading and unloading 
cargo, hiring of longshoremen and stevedores and supervisory person- 
nel and checking personnel be shown? 

Admiral] Denesrink. Those charges would be reflected in the Serv- 
ice which sponsored that particular cargo or those particular pas- 
sengers. 

Mr. Suetiey. They would pay that cost up to the hook? 

Admiral Deneprink. They pay the costs of the cargo until it is 
loaded and stowed on the ship. 

Mr. Suettey. Until it is loaded and stowed ? 

Admiral Deneprink. Yes, sir. 

Mr. SHELLEY. Will the cost. of the dunnage be shown ? 

Admiral Deneprink. They would pay for the gunnage and the 
sheathing of the ammunition on the ships. 

Mr. Suetiey. Where would the cost of tugs for docking and un- 
docking the vessels be shown ? 

Admiral DeneBrink. We would pay the portcharges, including 
the use of tugs, pilots. 
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Mr. SuHewey. Military Sea Transportation Service would pay 
that ¢ 

Admiral Deneprtnk. That is right, that would be a normal port 
charge. We would pay such matters as tolls for canals, garbage, 
utilities, pilotage, the tug hire, actually the tug hire for the fiscal year 
up to date through March of 1953, is $406,000. It might be of in- 
terest to you—here is a report of our industrial fund through March 
31; if the chairman might so desire, we might put this in the record. 

Mr. Sueniey. I would like very much to have it. 

Mr. Weicuet. It will be so ordered. 

(Document referred to is as follows :) 


DEPARTMENT OF THE Navy, 
MILITARY SEA TRANSPORTATION SERVICE, 
Washington 25, D. C., 11 May 1958. 
Ser 1186M512 
Memorandum from: Comptroller, Military Sea Transportation Service. 
To: Commander, Military Sea Transportation Service. 
Subj: Navy Industrial Fund, Account No. 2; report of operations under. 
Ref: (a) MSTS Comptroller Handbook 310210. 
Encl: (1) MSTS Financial Statement under the Navy lndustiral Fund, Account 
No. 2, for the period ending 31 March 1953. 
1. Enclosure (1) is forwarded herewith in accordance with reference (a). 
2. The following comparative condensed statement of income and expense for 
the nine months’ period ending 31 March 1953 is furnished for information: 


Income Expense Gain or loss 


July . 53, 135, 864. 13 $53, 423, 896. 8: ($288, 032. 69) 
August 5, 803, 994. 1: 55, 903, 686. 35 (99, 692. 20) 
September , 672, 157. 5 54, 133, 10, 538, 490. 67 
October 53, 281, 236. 9 53, 181 99, 901. 48 
November : anne 2, 671, 377 | 61, 923. ! , 238, 454. 42 
Decem ber on : , 372, 202. 57 56, 5é 76. 7: 3, 819, $25. 85 
January , 438, 850. 59, , 535. 6 2, 151, 314. 85 
February -. ° ‘ 332, 150.36 | 57, 498, 42% 833, 720. 94 
March as-ee 721, 019. 57, 537, 642 } , 816, 624. 34) 


Total _........- . -. ----| 515, 428, 853. 6: ) 5, 477, 358. 98 


1 Includes $14,639,661.67 income for unutilized traffic reservations for July, August, and September 1952 . 

* Includes $2,991,578 income for unutilized traffic reservations for October, November, and December 1952. 

2 Reflects a decrease in unutilized traffic reservations income of $626,621.50 representing 
credits to Army and Navy in the amounts of $423,380 and $203,241.50, respectively. 


C. G. WaArRFIELD, 
Capt. (SC) United States Navy. 


Miuitary SEA TRANSPORTATION SERVICE 


Exuisit A.—Balance Sheet—Navy Industrial Fund, Account No. 2 March 31, 1953 


ASSETS 
Cash: 
MSTS general operating fund $47, 844, 806. 86 
MSTS special operating funds: Bureau of 
Ships program $530, 463. 16 
Total special operating funds (contra 
to cash advances received ) ......-----_---_-.- a 530, 463. 16 
Total cash 48, 375, 270. 02 
Accounts receivable: 
Traffic (schedule 1) .....-. $209, 448, 930. 08 
aires hc tttanla dal 4, 095, 388. 57 


Total accounts receivable 213, 544, 318. 65 
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Exuisit A.—Balance Sheet—Navy Industrial Fund, Account No. 2 
Mar. 31, 1953—Continued 


Inventories : 
MSTS special material 
Consumable supplies, ships 
Subsistence stores, ships 
ee at el a a 
Bedding, tableware, etc., ships 
Inventory in transit 


Tote] Sebewh eG ac cktttiddmticscictnpiinderens 
Less reserve for inventory of consumable sup- 
plies aboard commissioned ships 
Remainder $27, 808, 79S. 6Y 
Deferred charges to operators: 
Work in process ‘ 
Ship activations, unamortized portion___ 1, 398, 986. 
Miscellaneous deferred charges and pre- 
pate apeneeso Usui 1, 146, 136. 


3, 309, 475. 14 
293, 087, 862. 50 


LIABILITIES AND CORPUS 
Accounts payable : 
Vouchers payable $15, 857, 555. 4 
S. F. 1080’s payable 
Shipping contracts payable (withheld 
portion) 8, 582, 225. 
Salaries and wages payable 6, 423, 374. 
Personal allotments payable (employees) ~~ 133, 592. 
Social-security taxes payable (F. I. C. A. 
employer’s contribution) 152, 925. 
Miscellaneous accounts payable 282, 364. 


Total accounts payable 28, 503, 097. 10 
Accrued liabilities : 
Time and voyage charters_______-___-___- 49, 024, 715. 
IE PII hss tcnmsniennstabeweniieahoiads 10, 676, 195. 
Berti te eas 15, 181, 225. 
Contract tanker expenses___.__---_-____-___ 7, 892, 034. 
Contract LST expenses 1, 473, 120. 85 
Annual leave, civilian employees. 4, 473, 870. 79 
Supplies and services................... 8, 785, 101. 33 


Total accrued liabilities 97, 506, 264. 02 
Cash advances received : 


Bureau of Ships program 


Total cash advances received 463. 1 
Deferred income 404.1 
Reserves : 

Maintenance and overhaul of ships 15, 666, 187. 10 

Indemnity self-insurance 5, 053, 333. 36 

Inactivation of ahin@ics-_.......<.--<-- 2, 562, 032. 43 


Total reserves 23, 281, 552. 89 
SEE. HET cn dicicteitaies Unni ncieiteniibliatidenastettntirniniseiteniamabieiaat alas: a 
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Exutsir A.—Balance Sheet—Navy Industrial Fund, Account No. 2 
Mar. $1, 1953—Continued 


Corpus of fund: 
Balance at inception July 1, 1951: 
Original governmental cash contri- 
bution cacnintninesasentmasummua Mee Cee Gee Oe 
Inventories capitalized 22, 720, 930. 14 
122, 720, 930. 14 
Less liabilities assumed 18, 840, 844. 30 


Remainder $103, 880, O85. 84 
Net change from operations, previous year (236, 263. 66) 
Net change from operations, current year (exhibit B)_. 16, 477, 358.98 


120, 121, 081. 16 


293, 037, 862. 50 


Schedule I to Exhibit A—Statement of accounts receivable—Traffic az of 
Mar. $1, 19538 


% | 
March 1953 Prior months 





Billed: | | | 
Department of Army ‘ $43, 073, 150.41 | $04, 783,113.76 | $137, 856, 264.17 

Department of Navy: | } | 
BuSandA 4, 118, 717. 24 8, 266, 926.82 | 12, 385, 644. 06 
Bu Pers --.-- | 747, 421. 41 5, 218, 161. 91 5, 965, 583. 32 
BuShips = : - | 199, 732. 00 | 464, 203. 80 | 663, 935. 80 
Marine Corps..._- . . . 620, 970.30 | 1, 863, 072. 35 | 2, 484, 042. 65 
OpNav ; ; sy a 600. 00 108, 642. 00 | 109, 242. 00 
Department of Air Force 4 ‘ atin | , 774, 276. 84 37, 241, 278.84 | 49,015, 555. 68 
Department of Navy (other Nav Bureaus) 14, 270. 05 84, 258. 71 98, 528. 76 
M iseellaneous Government agencies. _ - Ree | 0 | 132, 400. 21 | 132, 400. 21 
Special projects - — lp ; a 0 649, 870. 00 649, 870. 00 
Total aaa , 549, 138.25 | 148, 811, 928. 40 209, 361, 066. 65 

0 


Unbilled: Department of Navy ‘(other Nav Bureaus) 87, 863. 43 87, 863. 43 





i ddtcchdnptuddinns iiellvliivtcin deveined 60, 549, 138.25 | 148, 899,791.83 | 29, 448, 930. 08 





_ Notg.—Of the amounts shown in prior months column above, MSTS has received and recorded the follow- 
ing collections as of Apr. 30, 1953: 


Army. ~ . arachnids ah adicncen rn etinee ee ee 


BuSandA .- wa ded rien : ‘ eciaabiyte ‘ ..-. 8, 206,926.82 
Other Navy Bureaus. ------ sidtans . ; ‘ 24, 239. 20 


Air Force... ‘ 18, 592, 531. 47 
Miscellaneous Government agencies - - --- aleelasinindvunngiith eiacvaithigpatndidnidie ov dee 132, 000. 00 


OE schiintindetitiscedple sith «6. ccnesnccnenssensne. nostic | eee 


83116—53—pt. 1———15 
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Exuinit B—Statement of income and ewpense for operations under the Navy 
industrial fund, account No. 2 for the period July 1, 1952, to Mar. 31, 1953 


Income 
Cargo 
Transported ba Mndee $288, 812, 997. 58 
Unutilized traffic reservatior 4 17, 004, 618. 45 
Delay time 393, 840. 00 
Total cargo income 306, 211, 456. 03 
Passenger _ 104, 706, 901. 64 
Petroleum 104, 268, 089. 80 
Other walling 242, 406.15 
Total income (see note $515, 428, 853. 62 
Expenses 
Cargo $285, 463, 277. 74 
Passenger 109, 677, 703. 02 
Petroleum 103, 810, 513. 88 


Total expenses 498, 951, 494. 64 
Net profit to balance sheet . oe 16, 477, 358. 98 


Income from teriff billings _- ‘a 
Less income deferred 
Deferred as of Mar. 31, 195 $23, 095, 404. 17 
Deferred as of June 30, 1952 ‘ Pp 9, 368, 683. 00 
13, 726, 721. 17 
Adjusted income from tariff billings 513, 445, 464. 00 
Add income from sources other than tariff billings ' - 1, 983, 389. 62 


_ Re 


Adjusted income, Mar. 31, 1953 : ... 515, 428, 853. 62 


1 See the following 
Miscellaneous cargo 7 3 Rt $1, 469. 98 
Passenger revenue (subsistence) -_ . 1,739, 513. 49 
Other revenne 4 242, 406. 15 


Total__.. sé 1, 983, 389. 62 


Exutsir B-1.—Statement of income and erpense for operations under the Navy 
industrial fund, account No. 2 for the period from July 1, !952, to Mar. 31, 
1953 


Income over 
(under) ex- 
penses 


Description Income Expenses 


Cargo service: | 
MSTS assigned ships $43, 612. 19 | $34,355, 321.74 | $9, 575, 200 
Time charter . 20, 282.84 | 117, 421, 645. 85 3, 284, 636. 
Voyage charter , 185, 178. 25 3, 672, 448. 55 512, 729. 
Shipping contracts. 93, 930.05 | 96,325, 305.34 (2, 633, 375. 
Berth rate 2 on 4 ‘ 21, 369. 60 28, 974, 523. 68 | 7, 036, 154. 
Contract LST’s 3, 552.50 | 4, 134, 060.79 | (371, 508. 
Per diem use of fleet ships 072.15 | 186, 134. 78 | 411, 940. 
Unutilized traffic reservations 3, G18. 45 J @). 17, 004, 618. 
Delay time 840.00 393, 840. 00 0 
Total 306, 211, 456. 02 285, 463, 277.7 | 20, 748, 178. 29 
>assenger service 
MST assigned ships 7 915, 022. £ 102, 668,018.90 | (1,752, 996. 
Time charter , 614, 183. 1: 4, 140,442.60 | (2, 526, 259. 
Shipping contracts 745, 400. 0 776, 148. 47 | (30, 748. 
Contract LST’s , 251, 656. 2, 009, 577. 79 (757, 921. 


Per diem use of fleet ships- 180, 640. 00 | 83, 515. 26 | 97, 124. 


Total a 706, 901. 109, 677, 703 


Petroleum service 

MSTS assigned ships , 611, 037. 70 7, 544, 922. 45 66, 115. 22 
Voyage charter 521, 434. 60 57, 556, 285. 82 (8, 034, 851. 22) 
Contract tankers 910, 988. 90 38, 674, 830. 85 8, 236, 158.05 

Per diem use of fleet ships 224, 628. 60 34, 474. 76 190, 153. 84 
Total 268, 089.80 | 103, 810, 513. 88 457, 575. 92 

- — ———>.-)sWx Ll Sa 

Total operations 515, 186, 447.47 | 498, 951, 494. 64 16, 234, 952. 83 
Nonoperating income 242, 406. 15 0 242, 406. 15 


Total _.| 515, 428, 853. 498, 951, 494. 64 16, 477, 358. 98 


1 Expenses incurred under this item are included in operating expenses of the several expense categories 
listed. 
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Exuisir B-2.—Statement of income and erpense for operations under the Navy 
industrial fund, account No. 2, during the month of March 1953 


Income over 
Description Income expenses under) ex- 
penses 


Cargo service: 
MSTS assigned ships__-......--- $4, 674, 160. 55 , 151, 740 
Time charter... i is 14, 869, 872. 40 14, 120, 055 
Voyage charter Coen 600, 430. 75 879, 654. 
Shipping contracts . 11, 336, 997. 80 541, 949. 
Berth rate. . 4, 081, 100. 95 . 708, 558. 85 
Contract LST’s s 346, 266. 25 612, 9 
Per diem use of Fleet ships. - | 9, 500. 00 21, 270. : 
Unutilized traffic reservation --. ; 0 0 
Delay time......- wires . 33, 560. 00 63, 560 


Total....... 


Passenger service 
MSTS assigned ships , 716, 6° , 884, 702.7 
Time charter | 5, 360. § 
Shipping contracts ‘ 0 
Contract LST’s coal 39, 614.00 65, 033. 7 25, 419. 70) 
Per diem use of fleet ships... .. ae 0 0 


TOGNs. Sau dail oo , ’ — ), 757, 094 64 955, 096. 3 | (i, 198, 002. 19) 


Petroleum service: | 
MSTS assigned ships ee ‘ Haber 58, 395. 05 783, 637 25, 242. 69) 
Voyage charter indie 6 ou 3, 528, 491. 50 | , 271, 308 32 | 742, 816. 82) 
Contract tankers band ‘ 57, 831. 57 , 415, 428 , 407. 96 
Per diem use of ficet ships _ y : . ape 5, 160. 20 3, 395. , 764. 36 


TON decade diodudd bow cane 8, 960, 878. 32 9, 473, 765. , 887. 19) 


Total operations ......... | $5, 709,861.86 | 57, 537,643 , 827, 781 92) 
Nonoperating income Si ats . = 11, 157. 58 0 , 157. 58 


aliiodbtemsapcabess onan in . . 5, 721, 019 “4 7, 537, 643. 73 a, 816, 624.34) 


Exnuisit C.—Statement of eperenng, expenses, MSTS, assigned ships under the 
Navy industrial fund, account No.2, for the month of March 1953 and the period 
from Jtly 1, 1952, to March 1953 


Current | Fiscal year 
i to date 





Labor, civilian marine | 
Regular time - -. tle an Sa ae $3, 557, 486. 61 $32, 248, 580. 49 23. 661 
Overtime ine vayres ‘ 1, 292, 209.48 11, 843, 726. 82 | 8. 690 
Area bonus - . ; 274, 587. 56 2, 638, 005. 86 1. 935 
Super area, harbor and other bonuses..._._....._____. 145,831.69 | 1,347, 536.00 . 989 
Annual, sick and military leave_. shin Bie amesontenate dea 382, 239. 62 | 3,391, 915 -12 } 489 

| 


Tetal labor, civilian marine__- Laged 5, 652,355.16 | 51, 46, 763. 79 7. 764 
Employer's tax FICA, tivilian marine.._....- quoat paki 34, 466. 48 | 334, 601. 87 . 246 
rae dah 4 14, 277. 06 | 174, 021. 49 . 128 

Cash in lieu of subsistence and. quarters aici = 43, 911. 02 431, 271.34 316 
Subsistence, ships’ complement. ie oe i 547, 596. 70 4, 999, 279. 22 3. 668 
Subsistence, passengers - Sipe kane at . | 2,395, 200.44 20, 648, 322. 77 5. 150 
Propulsion fuel. _. ‘etietiiags eal . “a me asi , 570, 924.53 | 14, 184, 092. 34 | . 407 
Consumable supplies ABATE OF RTLIE Te _._-| B88, 898.74 | 4, 446, 601. 72 3. 263 
Bedding, tableware, etc__. abe al : 71, 158. 87 914, 883. 28 . 671 
Medical and dental supplies._____- | 75, 890. 42 | 522, 881.08 384 
Transportation and handling of MSTS ships supplies.. 170, 299. 88 1, 275, 611.34 | . 936 
Laundry supplies and expenses--..............-....-.--.-- | 54, 760. 34 507, 772. 41 .373 
Tug hire é $ of ; 40, 920. 71 | 406, 520. 26 | 298 
Tolls, pilotage, doc kage, "garbage, utilities and other port | 

expenses dondé wu whe ad ‘ 41, 473. 21 | 782, 950.42 . 7 
Ships equipage wbhde 383,997.45 | 4,282,015. 11 3. 142 
Maintenance and overhaul ships_.... holes : 3, 082, 937. 23 23, 688, 792. 76 7.381 

Accident and damage repairs - -_- ii deeb 163,411.15 | 1,360. 903.74 . 998 
Alterations of ships... . .. ; ‘ a 382, 063. 56 1, 731, 483. 54 | . 270 
Activations of ships, ‘amortized portion d ddidutd ub 545, 468. 57 3,421, 241. 44 510 
Miscellaneous............- Segoite | 83, 345. 05 709, 952. 28 | . 521 


Total operating expenses , 15, 891, 446, 57 136, 292, 962.20 | 100.000 
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ExuInit D.—Statement of overhead expenses under the Navy industrial fund, 
account No. 2 for the month of March 1958 and the period from July 1, 1952, 
to Mar. 31, 1953 





Fiscal year 


to date Percent 


Current period 
| 


Salaries and wages, classified: | 
Regular time... ....._.. ae \eoieeiiatie saa $728, 720. 54 $6, 374, 853. 
Overtime 4 ba seal 7, 932. 08 311, 661. 
Marine personnel awaiting assignment........ _._...._. 49, 642. 09 522, 714. 46 
Annual, sick and military leave_..................._.... 93, 294. 29 826, 303 

Salaries and wages, unclassified: 
Regular time. --.-- ; is beeaiene ocleinlnts . 42, 974. 16 372, 389. 
Overtime Ss f- ee: 6, 562. 51 52, 657. § 
Annual, sick, and military leave..........................] 17, 064. 61 139, 329. 

Total, salaries and wages tlic ceaienttibeg 966, 190. 28 8, 599, 909. 26 

Indoctrination and training, salaries and wages. _...........- 67, 159. 40 413, 035. 23 

Employer’s tax, FICA (civilian personnel ashore) ____- ‘ 6, 874. 78 46, 881. 64 

Indoctrination and training, other expenses................-.- 13, 391.19 38, 447. 31 

Travel expenses Pi ethelnas a ae a ai 24, 189. 79 189, 832. 83 

Occupancy of premises__. aceite ee ‘ 18, 331. 85 127, 858. 68 

Equipment rental : 4 7 Aas le 7, 810. 03 75, 884. 26 

Office supplies, stationery and postage _- a amine 27, 191. 87 309, 926. 53 

Communications. . . .- eaten eid si , 963. 45 94, 861. 10 

Public information | 577. 86 9, 332. 05 

Operation and replacement of automotive equipment. 8, 055. 07 117, 392. 55 

Operation and replacement of operational equipment- - ----- 15, 700. 12 143, 510. 95 

Damage claims . 0 137. 54 

Repair and replacement of office furniture and equipment.._- 9, 693. 83 142, 397. 68 

Repairs to MSTS special material in store_- “oe beneun 1, 9'9. 86 21, 184. 71 

COMSTS technical unit expenses. ............- 19, 691. 11 181, 938. 78 

Other overhead expenses dana oie clase dates 42, 711.95 375, 197. 40 














Total ovehead expenses..._....._- 1, 240, 452. 44 10, 887, 728. 50 





Mr. Suetiry. Where would the cost for making up the passenger 
manifest and the cargo manifest and the making up of the stowage 
plans and the supervision and maintenance of personnel be reflected 
or shown ? 

Admiral Denesrtnx. I would say that the cost of taking care of 
the movement of the passengers would be the cost of the Army or the 
Navy or the Air Force. 

Mr. Sue.iey. Can we strike upon a vessel operated by you that 
is similar in general aspects to a vessel operated by a private operator 
in the merchant marine, take a C-2 cargo vessel ? 

Admiral Denresrrnx. We have Victory ships. 

Mr. SuHe.tey. All right, how much personnel would you carry on 
a Victory if it is a cargo vessel ? 

Admiral Denesrink. With regard to the manning scale, and the 
wage scale, it is virtually identical, Mr. Shelley. 

Mr. ALLEN. Will the gentlemen yield for a moment? 

Mr. SHeEttey. Yes. 

Mr. Au.en. Are all of the charges which Mr. Shelley has referred 
to included in the one rate quoted to you when you use the merchant- 
marine ships? 

Admiral Denesrinx. I would think so, yes. I would believe that 
all of those charges would be included in the cost that the private 
operator would bear. 

I have here a list, Mr. Shelley, entitled, “Manning Scale of Ships 
Currently in Military Sea Transportation Service” USNS in-service 
ships and I have the list of the civilian crew and where in the case we 
have some passenger ships, civilian-manned, where we have a small 
military department on board, in order to handle certain military 
administrative and disciplinary features. 
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Our military department runs about 6 officers and 18 people in- 
cluding doctors, nurses, chaplain. If you would like to put that in 
the record, we can do that if the chairman will agree. 

Mr. Suetiey. I would appreciate it very much. 

Mr. Weicue.. It will be so ordered. 

(Document referred to is as follows :) 


Manning scale—Ships currently in MSTS custody, USS commissioned ships, 
military manned 


Present 


Officers | Enlisted 














1 4 temporarily assigned to 6th Fleet. 
? None. 

#2 operating in Atlantic area. 

43 operating in Pacific area. 


Manning scale—Ships currently in MSTS custody, USNS in service ships 





* 5 eet Vic Military depart- 
Civilian send 
Maritime design — oe se 


| 
Unli- 


Licensed Officer Enlisted 
censed 


PASSENCER 


aoa S 


CARGO 





TANKER 


T-AOG_. 


Pinnebog - . 
Waciss2 

Chest» tee -- 
Maquoketa 
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Admiral Denrprin«. I think it can be said that our manning scale 
and pay scale of comparable ships follows the civilian pattern, with 
the exception that we do have this military department in certain 
ships. 

Mr. Suetiey. That would apply to civil-service manned ships? 

Admiral Denrsrinx. Troopers. 

Mr. Suetiey. And the vessels operated by civilian crews? 

Admiral Deneprinx. Yes, sir. 

Mr. Sueutiry. Is there a difference in the manning scale on the 
vessels manned by Navy personnel ? 

Admiral Denreprinx. Yes, there is a big different between them and 
I have prepared a list of the manning scale of U. S. S. commissioned 
ships, military manned. As you recall, there are about 25 in number 
of those. They consist of transports, tankers, and cargo ships. I 
would like to point out there that the manning scale of those ships 
is not a matter of my determination. 

Mr. Sueuiey. I appreciate that. 

Admiral Denrprinx. That is a matter in determination of the Chief 
of Nav: a Operations because of the fact that they are commissioned 
ships we are continually, and as a matter of fact, we currently have 
rec ieethitided certain changes in the manning scale, but I would like 
to point out that these transports, by virtue of the fact. that they are 
manned by uniformed naval personnel do possess by that fact, certain 
inherent advantages to our operation, our tankers, for example we do 
rotate them into the fleet for the fleet operations and therefore, they 
must be equipped and manned to undertake under-way replenishment 
of our combatant ships. 

Our cargo ships are similarly rotated into the fleet, the Navy- 
manned ships and we have two of them now. 

Mr. Sueutiey. The ships that are rotated are the commissioned 
vessels. 

Admiral Denrprrnk. Yes, sir. 

Mr. Suetiey. With the exception that the transports are not rotated 
into the combatant fleet, but the tankers and cargo ships are. 

Admiral Deneprin«k. Yes, sir. 

Mr. Suetiey. That is to build up experience with the crews and 
personnel in case they are involved in support operations with the 
fleet. 

Admiral Denrsrmnx. They are our nucleus fleet, and that is done 
in order to provide a res ady support. 

Mr. Suetiey. In acquiring supplies for the vessels, for instance, 
food supplies for the steward’s department, fuel oil, lubricating oil for 
your propulsion units, do you purchase directly or acquire directly? 

Admiral Denrsrinx. We use the Navy supply system for certain 
of our ships. The nucleus fleet is supplied through the normal Navy 
supply service. Then we get down to certain of our other categories 
and they may benefit to a greater or lesser degree from our Navy sup- 
ply sy stem than ordinarily, but ordinarily “their charges would be 
obtained, the items of need would be obtained, in the open market. 

Mr. Suettey. They would be obtained on the open market? 

Admiral Deneprrnk. Yes, sir. 

Mr. SuHettey. What I am trying to get at is: Does the supply and 
maintenance system and the cost thereof, or is the supply and main- 
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tenance system and the cost thereof reflected in your costs completely, 
or do you get certain supplies from naval supply at Bayonne for 
example; would an MSTS vessel go alongside and be loaded by their 
men ¢ 

Admiral Denesrinx. I would say we would pay the cost of the 
supplies. 

Mr. Suettry. That is in your maintenance and operation costs? 

Admiral Denrsrrnx. Yes, sir; that is correct. 

Admiral Witson. We get the benefit of Navy prices, but we pay 
those prices. 

Mr. Suetier. Admiral, you made 1 statement the other day in 
your staternent that sort of intrigues me and I puzzled over it for 
the past 2 evenings, and made several different approaches trying 
to see if I could put myself in your position and understand what you 
meant. 

You said that the funds appropriated by the military departments 
cannot be used to subsidize the private shipping industry. I am a lit- 
tle puzzled by what you mean by the use of the word “subsidized.” 

Admiral Denesrink. I would like to look this up in my statement 
before I reply. I have now located it. It is on page 12 under para- 
graph 3 in my comments on the proposed section 901, where I said: 

The Military Sea Transportation Service cannot expend Government funds 
appropriated to the miltary departments for the purpose of subsidizing certain 
segments of the shipping industry. 

Well, my thought in connection with that, Mr. Shelley, is that we 
expend money which has been appropriated by the Congress to the 
three military departments for services rendered, and if by any artifi- 
cial raising of the tariff, or if by any expenditure of these funds merely 
to support ‘the industr y rather than to pay for services rendered, would 
appear to me to be a form of subsidization. 

Mr. Suetiey. It is not your function to provide a subsidy now, is it? 

Admiral Denesrinx. That is correct. 

Mr. Bonner. Do you mean that by using the facilities of private 
opeators you come in as one of the payers of the subsidy? How 
does that work? Who do you get to pay your subsidy if you use 
their services or facilities ? 

Admiral Denrrrin«. I didn’t say I paid any subsidy. 

Mr. Bonner. What does your language say ? It says that you 
would not pay out of Government appropriated money any subsidies 
for the American merchant marine. 

Admiral Denrsrink. My statement said: 

The Military Sea Transportation Service cannot expend Government funds ap- 
propriated to the military departments for the purpose of subsidizing certain 
segments of the shipping industry. 

Mr. Bonner. What do you mean by that? What caused you to put 
that sentence in? 

Admiral Drenesrrnx. Another sentence there is that— 

The Military Sea Transportation Service has been criticized by certain seg- 
ments of the industry which have been operating under competitive conditions. 

It is my position that in my operation I cannot expend Govern- 
mer funds which have been appropriated to the Army, the Navy, or 

he Air Force for the purpose of transportation of personnel or cargo 
for other purposes which will be the subsidizing of certain segments 
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of the shipping industry. In other words, I must only expend money, 
my outlay, in order to pay for services rendered. 


Mr. Bonner. Do you think by using a private operator you sub- 
sidize him ? 

Admiral Denesrin«. I do not, but I would feel that I would be 
getting off base if I were to undertake— 

Mr. Bonner. If they could haul it cheaper than you could haul it, 
the subsidy wouldn’t be there. 

Captain Mutaney. That is not the point. The first sentence in 
that paragraph which Admiral Denebrink read is: 

The Military Sea Transportation Service has been criticized by certain seg- 
ments of the industry which have been operating under competitive conditions. 

Mr. Bonner. You are speaking about private shippers. 

Captain Mutanry. We are talking about the tramp operators, for 
instance. In New York today, in shipping papers, we are very care- 
ful to be mentioned practically every day in the form of an unjust 
criticism. That is what led the admiral to make the statement that 
we do not intend and do not think it is appropriate to expend trans- 
portation funds to guarantee their successful commercial ventures 
and our answer of the criticism is a form of answering their criticism 
by saying that is not our business. If they want to be subsidized, 
they should go to Congress and have them subsidize them, but not 
do it with appropri: ited funds for transportation purposes. 

Admiral Wuson. It has been suggested previously in the past that 
we establish a minimum rate for charter that we do not follow the 
market on chartering ships but that we establish a minimum rate 
and it is the admiral’s contention that in establishing any such thing 
as that, it would in fact be offering a subsidy. 

Mr. Bonner. You go out and get a negotiated return. 

Admiral Wizson. Yes, sir. 

Admiral Denepsrinx. It has been suggested in the Magnuson bill 
that the rate we pay would be determined by the National Shipping 
Authority and that would certainly be something that is not a good 
business procedure. 

Mr. Suettey. I do not think the criticism has been confined to just 
the tramp operators. It seems to me I have heard comments from 
some of the subsidized operators. 

Now, that brings us down to the point of why this committee is 
interested in it. The Government on one hand pays out money to 
subsidize the operation of the merchant marine vessels and on the 
other hand is paying out tax-raised funds to the Defense Department 
for the operation of the Military Sea Transportation Service, paying 
for its operation, which is a subsidy also. 

That brings us to the point of, are those two services competing 
with each other on Government subsidy which is what this committee 
is trying to find out—at least, I am trying to find out—because of all 
the smoke that has been ms :nufactured and blown over this situation 
in the recent years. 

Admiral Denresrtnk. It has been my hope that through the pres- 
entation which I have made before this committee, that that would 
indicate that far from being in competition with the private Amer- 
ican-flag merchant marine industry, we have been its best customer 
and we have contributed 75 cents out of ev ery operational dollar in 
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support of the American-flag merchant marine, and, frankly, I just 
don’t see how a fellow can say that a man is his competitor when he 
gives him 75 cents out of every dollar he spends. 

Mr. Suettey. Maybe he figures he would still have the opportunity 
to go out and get the dollar. 

May I ask this question, Admiral: Just how is your general agency 
setup operated and to what extent does the private operator get funds 
from you in the — of the general agency? Will you give us a 
picture on that? What ships belong and what responsibility you have, 
and how you select the general agent. I think the statement might 
give the impression that there is a great deal of money paid as a 
profit to the operator and that did not seem to be my understanding 
of it. Maybe lam completely wrong. 

Admiral Denresrink. When we need Government-owned ships, as 
a last resort to augment our Military Sea Transportation Service fleet. 

Mr. Suetiey. As a last resort after what other steps have been 
taken first ? 

Admiral Deneprin«. After the use of the nucleus fleet, after maxi- 
mum practicable use of the berth liner operators, after the use of the 
privately owned and operated time charter and voyage charter ships, 
and we still need space, we then go to the National Shipping Authority 
and obtain ships under general agency agreement. These ships are 
owned by the Government. The National Shipping Authority enters 
into a general agency agreement with a private operator and the Na- 
tional Shipping Authority selects those operators. There are quite 
a few. There are 48, I am told. These people are the same private 
operators who operate their own ships, whether they be subsidized 
or unsubsidized. So those general agents then operate those Gov- 
ernment-owned ships only for the account of the Military Sea Trans- 
portation Service, only for our account. 

Mr. Suetiey. And under your direction ? 

Admiral Denreprink. Well, we pay the bill and they receive a per 
diem fee for administering that ship. We pay the bill for that and we 
have to pay the cost of repairs. We are unable to take the ship off-hire 
if we take it for some private charter. Soin many ways, we do not care 
for this general agency agreement, to tell you frankly, because there 
are lots of expenses that we cannot get rid of in connection with it. 
We have to pay the cost of activating those ships and have to pay the 
cost of inactivating them and returning them to the reserve fleet. I 
keep coming back to this economy feature in my operations. 

Recently, I was subjected to considerable criticism and pressure in 
the press because we brought out 30 ships from the national defense 
fleet and went to the National Shipping Authority because we needed 
them. The cost of breaking out one of these ships was $90,000. It was 
necessary for me to send over $2,700,000 to the National Shipping 
Authority in order to pay for the cost of the breaking out. I am cer- 
tainly going to think twice before I obligate myself and my organi- 
zation to any such sum of money as that, but the fact of the matter is 
that the shipping requirements imposed upon me by the Army, Navy, 
and Air Force could not be met without those additional ships. 

So those ships were broken out in March and we are utilizing them 
at the present time, and I am very happy to say in the light of hind- 
sight, that we surely needed them, and we did not break out enough, 
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and I would hate to have to testify to the opposite that that money was 
not well spent. 

Actually you might be interested to know that we pay for the cost 
of ‘the operation of these general agency ships directly to the general 
agent as a matter of arrangement which we have with the National 
Shipping Authority. 

Mr. Suetxey. He pays the bills from that ? 

Admiral Denesring. He pays all the bills. 

Mr. Suetitey. From that? 

Admiral Denrprink. Yes, sir. 

Mr. Suetitey. What does he do to earn his per diem? 

Admiral Denesrinx. Well, he actually operates the ship. He has 
to man it. 

Mr. Sueviey. He takes such cargo as you send to him? 

Admiral Denesrink. Well, of course he puts the ship on berth 
where and when we say, and after the ship is loaded, he goes where 


we tell him to go and he operates the ship. He must take c: are of hiring 
the personnel. 


Mr. SuHexiey. He hires the crew ? 

Admiral Deneprink. Yes, and these people are hired through the 
hiring hall. The are not civil-service personnel. 

Mr. Suexvey. He is only the general agent but who is actually the 
employer of the crew, the United States Government? 

Admiral Witson. That is a moot legal question as to whether or not 
those are in fact Government employees, because that has not been 
actually settled. They are not carried on any Government rolls. It 
does, up in international law, on occasion as to whether they are in 
fact Government employees; it has never been taken to court. 


Mr. Suetiey. I was going to ask whether there were any compen- 
sation cases arising. 


Admiral Wuson. No, sir. 

Mr. Suetitey. Do you think that your operation is cheaper than the 
same lift by private carriers? 

Mr. Auten. Would you yield before you leave the general agency 
proposition ¢ 

Mr. Suetiey. All right, I will withdraw my question for the time 
heing. 

Mr. Auten. Is it not true, Admiral, that by the use of the system 
now established between the National Shipping Authority and the 
use of general agency and the direction of the shipping by your organi- 
zation, that there is set up for mobilization purposes, a system under 
which you could bring the entire civilian-operated merchant marine 
into use in the oper ration of all of our laid- up fleet without altering 
any arrangements that are now existing ¢ 

‘Admiral DeNesrinx. In my opinion, that is a very good statement; 
yes, sir. 

Mr. Wericuet. I want to ask you one question, Admiral Denebrink, 
and that is with reference to the activation of these 30 ships and pay- 
ing the expense, that is because there are no private ships available 
and you turn these ships over to the same private people who do not 
have any to operate; is that correct? 

Admiral Denrsrtnx. That is correct.. We had scoured the coun- 
try and had exhausted the market of the tramp fleet, and we were 
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utilizing the space in the private berth liner operators to maximum, 
and we still lacked space. 

Mr. Suetiey. Do you think that you can operate under your sys- 
tem or are operating cheaper than the private operators ¢ 

Admiral Denesrink. That would be a very difficult question to 
answer and I want to be helpful, Mr. Shelley, but I think that we 
have too many variables in there, and you have laid out all those 

variables. We do not pay for the capital outlay of the ships. We 
do not pay for the depreciation, the amortization, the insurance, the 
pay of the crews of military vessels is not borne by the Military Sea 
Transportation Service. We do not pay for the terminal facilities 
which are an inherent part of a shipping organization. This is just 
like a mathematical formula with a great many variables in there and 
moving up against another mathematical formula of all known 
quantities. 

We, however, operate what we think is a very economical program 
because we charter ships in the going market at the going rate. We 
carry out cargo in the private operated ships under two categories. 

If I were a private businessman and I wanted to ship some cargo 
in the ship I would have to pay the going tariff rate and that is known 
as a berth term rate. Because of the volume of business that we do 
with the private operators, only about 8 percent of our dry cargo is 
carried in the berth term rate. We enter into what we call space con- 
tract agreements with private operators and those space contracts 
which we have negotiated with these operators call for a decreased 
tariff with increased tonnage in the ship. So that is economy which 
we think we have achieved in our operation. 

Mr. Suetiey. You mean as your tonnage that you allot in a given 
case goes up the rate comes down ? 

Admiral Denesrtn«. In one ship. 

Mr. SuHeitey. In one ship. 

Admiral Denrprink. Yes, sir. 

Mr. Suetiry. Is that a new system, or haven’t some of the car- 
riers operated on that basis or used that system in private operation ? 

Admiral Deneprink. Well, we have achieved that arrangement 
with these operators. 

Mr. Suetiey. Would you arrive at a negotiated rate ? 

Admiral Denrprinx. Yes, sir; it is a negotiated rate. Of course 
you want to remember that in any military business, expense and 
economy is just not the last word in this thing. We have to have 
these ships in order to support the Army, the Navy, and the Air Force, 
and being confronted with that, our problem is to arrive at and achieve 
the greatest economies. I wouldn’t know whether we carried on in 
our cargo ships a more economical operation than a private operator 
would carry cargo for somebody else. 

Mr. Suetiry. I asked the question because the night before last I 
sat and read through the hearings before the Magnuson committee of 
several years ago in which your predecessor, our mutual friend, Ad- 
miral Callaghan, in reply to a similar question, stated flatly that it was 
his 0 ee that he did not and could not operate as chez uply as pri- 
vate business because of some of the factors that we have just men- 
tioned. 

Later on I think Mr. Koehler, the Assistant Secretary of the Navy 
at that time, supported that contention by his testimony. 
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That is all I have, Mr. Chairman. 

Mr. Weicuet. With reference to the privately owned ships other 
than the independents, the Government has already paid up to 50 
percent of their cost for almost all of the subsidized lines on regular 
routes. 

Mr. Suetiey. You are referring to construction subsidies? 

Mr. Weicuen. Yes; the construction subsidy. 

Mr. Suetiey. That is a construction subsidy feature only. The 
operating subsidy is a different thing. 

I would like personally to thank “the admiral for the very cooper- 
ative manner in which he has answered questions and given testi- 
mony to this committee. I think it has been very educational to all 
of us; I know it has been to me. 

Mr. Weicue.. Are there any other questions? 

Mr. Torterson. Have you been able to get the information in the 
record with respect to the relation of passengers to and from Alaska? 

Admiral Denrsrinx. Yes, sir; we presented that to the Secretary 
yesterday, Mr. Tollefson. 

Mr. Totierson. Thank you very much. 

Mr. Wercuev. Are there any other questions? 

If not, the meeting is adjourned and there will be another meeting 
on Wednesday, May 27, at 10 o’clock in this room. 

(Thereupon, the committee recessed at 12:27 p. m.) 
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MARINE ACT 


WEDNESDAY, MAY 27, 1953 


Unirep Srares House or RepreseNnrTATIVvES, 
CoMMITTEE ON MercHant Marine AND FIsHERIEs, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
219, Old House Office Building, Hon. Alvin F. Weichel, chairman of 
the committee, presiding. 

Mr. Wetcuet. Will the meeting please come to order. Will Mr. 
Fridlund please take the witness chair. 

This is a continued hearing with reference to legislative proposals 
during which industry, labor and the Government agencies are being 
heard. Of the group who are appearing here this morning, Mr. Frid- 
lund will make a general presentation for the subsidized portion of the 
industry and some others will cover various phases. Am I correct in 
that statement ? 

Mr. Fripiunp. Yes, Mr. Chairman. 

Mr. Weicuet. You may proceed. 


STATEMENT OF H. MAURICE FRIDLUND, COUNSEL TO 14 AMERICAN 
SHIPPING LINES SERVING ESSENTIAL FOREIGN TRADE ROUTES 


Mr. Friptunp. My name is H. Maurice Fridlund. I am counsel to 
14 American shipping lines serving essential foreign trade routes. 

I am appearing in opposition to the proposed bill contained in the 
committee print and entitled “Merchant Marine Act Amendments of 
1953.” I would like to discuss its provisions in the light of prior 
legislative history. 

At the outset we wish to express our appreciation for the opportu- 
nity of being heard here. The subsequent witnesses are each experts in 
their field and we believe that the testimony that they have to offer 
you will be of interest to the committee. 

Obviously, a heavy burden of proof rests on the proponents of that 
»roposed bill because, as we see it, it is designed to wreck the Merchant 

arine Act of 1936, (A) by abolishing its underlying principles of 
mutual contract obligations, which are the product of 50 years’ expe- 
rience, and (B) by reverting to a plan of unconditional aid, of a type 
which has been previously tried and discarded as a failure. 

First of all, let us fix clearly in mind what the proposed bill would do. 

1. It would repeal the existing provisions of the Merchant Marine 
Act of 1936, relating to operating-differential contracts. 

2. It would eliminate the requirement of maintaining service om 
essential trade routes. 
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3. It would repeal the existing provisions which require the accu- 
mulation, in Reserve funds, of all capital proceeds including depre- 
ciation of subsidized vessels, as well as a substantial part of their 
operating earnings. 

4. It would abolish the present provisions which call for recapture 
of subsidy aid in the event of sufficient earnings. 

5. It would abolish the existing tax deferments granted as an in- 
centive toward accumulations of earnings dedicated toward ship 
replacements. 

6. It would repeal the present authority for Government ship mort- 
gages and for chartering of Government-owned ships. 

7. It would abolish existing restriction on competing on routes 
that are already adequately served by other Government-aided lines. * 
_ 8. It would eliminate any undertakings as to maintenance of serv- 
ice on any route. 

9. {t would do away with any restrictions on engaging in other 
businesses, that is other than shipping. 

10. It would repeal all limitations on dividends, salaries, and other 
expenditures. 

11. It would abolish any financial controls over a Government- 
nided company. 

12. It would do away with any limitations as to the kind, size, speed, 
or age of the vessels operated with Government assistance. 

13. It would not permit extension or renewal of any of the existing 
operating-differential contract. 

14. It would substitute, therefore, in lieu of the 1936 act, a general 
wage subsidy available to all American-flag ships operating in the 
United States foreign trade, without requiring in return any under- 
taking, control or restriction, whether as to kind of ships, method or 
route of operation, conservation of funds or replacement of the ships. 

The outstanding features of the proposed bill are, therefore, that it 
would grant a substantial subsidy, based on wage differential, if, as 
and when the operator elects to operate free-lance in any foreign trade 
of the United States. The main, if not the sole, requirement is that 
he operate an American-flag vessel. In return for this wage subsidy, 
he would not be required to assume any of the existing obligations, 
either statutory or contractual, as to maintaining service, conserving 
his earnings, or to replacing his vessels. 

I submit, gentlemen, coming, as this proposal does, at a time when 
the great problem is replacement of the American merchant marine, 
a brief glance at past history will show that essentially the proposal 
contains, in exaggerated form, the inherent defects of prior ship-sub- 
sidy plans which have been tried and discarded as failures. I have 
confined my statement largely to the Merchant Marine Act of 1920, 
the Merchant Marine Act of 1928, and the existing 1936 act as 
amended. Perhaps parenthetically before coming to that, it might 
be interesting to note that at various times during our history, going 
way back to the days preceding the Civil War, this country has exper- 
‘mented with various forms of aid to the American merchant marine. 
At every emergency in our history we had come to the acute realiza- 
tion that shipping is an essential part of the commerce of the Nation 
and its national defense. In the early days it was largely a question 
of the form of the aid. Discussions went back and forth. One group 
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said if you give them preferential tariff treatments so that all the 
requirements for ship building and its operations are admitted free 
of tariff, that will be sufficient. Another group said no, we will have 
e ~ a direct aid of some kind, say a liberal pay for the carriage 
of mail. 

Now I suppose that aside from the present day the American mer- 
chant marine probably reached its peak relative to the fleets of other 
nations shortly prior to the Civil War—that is, around 1825. If we 
had had the foresight at that time to install an effective system of 
aid, I suppose that the American merchant marine would never have 
reached the low ebb that it did during various periods between that 
date and the 1920’s, say the First World War. 

After World War I, when we suffered acutely from lack of mer- 
chant ships to serve the national interest, the Congress after long dis- 
cussions and considering many proposals, finally passed the Merchant 
Marine Act of 1920, with a policy declared in the preamble to “do 
whatever may be necessary to develop and encourage the maintenance 
of such a merchant marine,” as shall be “the best equipped and most 
suitable types of vessels sufficient to carry the greater part of its— 
the Nation’s—commerce and serve as naval or military auxiliary in 
time of war or national emergency.” ‘There was at that time a pro- 
posal for a nationally owned merchant marine which was woven into 
the provisions of the bill. I shall not dwell on that since we are con- 
cerned here primarily with the history of the aid granted to privately 
owned merchant marine. Two of the main forms of aid were (a) 
construction-loan aid and (b) mail-pay aid. These were supple- 
mentary to the program of establishing Government-owned lines on 
trade routes and providing for the eventual sale thereof to private 
operators. The timid gestures toward aid to private enterprise were 
described in the Harvard report of 1945 prepared for the Navy De- 
partment and the Maritime Commission, in the following words: 
“The discriminatory sections—aid to private enterprise—were ineffec- 
tive. The sections designed to stimulate private enterprise were not 
sufficiently strong to combat the»problems of shipping depression,” 
which came along about a year after the act was passed. 

Coming as it did about 1 year ahead of the’1921 depression, it was 
obvious that the provisions of the 1920 act could not have strengthened 
the privately owned merchant fleet to the extent needed to weather 
the economically lean years. We were beginning to learn, in other 
words, that the shipping runs in cycles of lean years and prosperous 
years and that the earnings of one must be conserved in order to tide 
over the other. The point is that there was no provision in the 1920 
act to stimulate self-preservation and self-replacement of the privately 
owned ships under the American flag. What little aid was extended 
was given without any condition as to conservation of earnings and 
dedication thereof to weathering the financial strains of lean years 
or to the replacement of the vessels that were wearing out. A modest 
amount of mail pay was provided but there was no condition or re- 
quirement as to the conservation of earnings. You will note that we 
got this far, that we recognized that there were certain essential 
trade routes which had been established by world economics, and 
that the mail pay was extended to vessels that operated under con- 
tracts on those routes. It was fairly modest in amount and certainly 
did not enable a number of them to weather the 1921-22 depression. 





234 AMEND 1936 MERCHANT MARINE ACT 


The point I would like to stress here is that the aid was more or less 
unconditional without any requirement as to self-preservation and 
self-replacement of the ships. 

After 8 years of effort, the Merchant Marine Act of 1928 was passed. 
Aside from the provisions for disposition of lines owned and operated 
by the Government, the main forms of aid to private enterprise were 
a liberalization of those granted by the 1920 act. Construction-loan 
aid was increased from $125 million to $250 million, and an aug- 
mented “postal subvention” was provided. The Postmaster General 
was authorized to establish ocean-mail routes and to contract for 
service thereof by American-flag ships for a period of 10 years. Here 
we have the beginnings of contractual obligations for service to be 
rendered the foreign commerce of the United States, in return for 
Government subsidy, to be granted for operating on essential trade 
routes in the foreign trade of the United States. The aided vessels 
must be operated on an essential route; they must meet certain require- 
ments as to type, tonnage, and speed ; their officers must be citizens, as 
must an increasing percentage of their crews; and they were available 
to the Government in the event of a national emergency. The contract- 
ing vessels were divided into seven categories as to tonnage and speed, 
with a provision for increased subsidy granted to the larger and faster 
ships. It will be noted that there still was no statutory requirement for 
conservation of earnings or the dedication thereof to fleet replacement. 
Under this program, the Government paid out sums which were large 
for those days. In 1933, for example, the Post Office appropriation was 
$28,500,000 for ocean-mail contracts, of which $9 million was estimated 
as the mail compensation on a poundage basis, leaving the difference 
of $19,500,000 as the subsidy. It was perfectly natural that, with 
advent of the depression era, Congress and the administration began 
to question what the Government was receiving in return for these 
subsidies. It was obvious that the subsidized companies had either 
(a) failed to conserve their earnings in fat years to enable them to 
survive the lean years, or (6) had invested their retained earnings in 
other enterprises, so that the funds were not available for ship 
replacements. 

The Senate investigation by the Black committee began in 1934. 
Simultaneously, the Commerce Department, the Post Office Depart- 
ment, and the Attorney General also began investigations. Each 
produced reports containing recommendations that were quite similar. 
The closing paragraph of the Postmaster General’s report summarized 
the defects of the prior program in these words and it expresses more 
or less the thought of the others and I think it is worth reading: 

The Government cannot hope to receive the full measure of benefit from its 
expenditures if those who receive Government aid in the form of mail contracts, 
or othewise, are permitted to operate in an extravagant Manner and pay uncon- 
scionable fees, salaries, and dividends; and to organize subsidiary companies, 
such as machine shops, agencies, or other companies, which are permitted to 
make exorbitant profits and incidentally stifle independent shops and firms; or 
to own, or in turn to be owned, wholly or in any substantial part, by holding 
companies that have exorbitant expenses. Nor should any concern receiving 
such aid be permitted, by intercompany agreement or otherwise, to dissipate 
its assets in any manner that would defeat the purpose for which the aid 
was given. 

Now there I think we have in a nutshell the requirements of an 
essential Government-aid program to shipping. 
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May I call attention to the fact that the common denominator of all 
reports resulting from the 1934-35 investigations included the 
following : 

1. The welfare of the Nation requires the maintenance of a modern 
American merchant marine to protect and extend its foreign com- 
merce in peace and to form the nucleus of a defense auxiliary in times 
of war. 

2. The aid should be based, not on unconditional grants, but on care- 
fully formulated programs with contractual obligations. 

3. Subsidies should be designed to give parity with foreign competi- 
tors, by means of (a) construction differential, (0) operating differen- 
tial, and (c) other differentials. 

4. Subsidy should be limited to those willing to contract to serve an 
essential trade route. 

5. Effective means must be taken to provide for the all-important 
matter of ship replacement, by requiring (a) economical operation, 
(5) conservative financial practices, (c) accumulation of earnings and 
profits, and (d) a provision for the reinvestment thereof in new ships. 

The Merchant Marine Act of 1936 was the result. To effectuate the 
requirements, it provided first that a subsidized operator must confine 
himself to American-flag ship operation by ridding himself of foreign- 
flag tonnage and of other operations, such as stevedoring, shiprepair- 
ing, and so forth, which might absorb and dissipate the earnings of 
subsidized vessels. Secondly, the act required the capital proceeds of 
vessels, including depreciation, as well as a definite part of their earn- 
ings, be conserved in reserve funds under Government control, for the 
threefold purpose of assuring (i) a recapture of subsidy in event of 
sufficiently good earnings, (ii) a means for survival in lean years, and 
(ili) the replacement and, it was hoped, perhaps expansion of existing 
fleets. 

At the outset, there were few companies that were willing to assume 
these rather onerous obligations. In fact, I have heard Mr. Kennedy 
and other detail how it was necessary to go out and persuade companies 
to assume those obligations. It was something that none of them had 
ever assumed by way of contractual obligations or statutory require- 
ments previously. Some did not wish to relinquish their foreign-flag 
tonnage. Some did not wish to give up their allied business of steve- 
doring, shiprepairing, and so forth. Others did not wish to tie them- 
selves to maintain minimum service on essential trade routes, prefer- 
ring the freedom to go into whatever trade might offer the best: profits 
at the moment. Others did not wish to impose on themselves their 
management salaries, their dividends, and their outside investments. 
Still others refused to assume obligations to deposit earnings or to 
undertake a definite program of shipreplacement. The latter was 
probably one of the greatest difficulties to overcome. Originally, only 
a handful of companies were willing to contract for the limitations, 
restrictions, controls, and requirements laid down by the 1936 act, as 
conditions for receiving the operating-differential subsidies. There are 
today 15 companies under waeiie contracts, and that their respective 
net worths have increased substantially, under the statutory program 
of compulsory conservation and compulsory replacement, is a tribute 
to the wisdom of the provisions of the 1936 act. Its provisions, the 
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working of the 1936 act, have been reviewed periodically by several 
agencies and committees. 

One of the more recent was in 1947. During 1947, the then Presi- 
dent of the United States appointed an Advisory Committee on the 
Merchant Marine, and it included the man who later became the 
Maritime Administrator, which was composed of five outstanding men 
headed by Mr. K. T. Keller, the president of the Chrysler Corp. 
This committee, after an intensive review, stated in its report (pp. 6 
and 7, November 7, 1947) as follows, and I would like your permission 
to read this because I think it summarizes in a nutshell the situation: 


Historically since 1865 and up to the 1936 act, American commercial fleets 
have operated under difficulties which at times virtually removed the American 
flag from the seas. Programs of Government assistance have been initiated 
and tried at intervals, but all of them have failed to accomplish the objective 
of maintaining an adequate merchant marine. 

The recommendations of this report seek to provide means of avoiding further 
repetitions of these periodic breakdowns. The fact that this Nation poured more 
than $2% billion into building merchant ships in World War I, and a total of 
$12 billion for the same purpose in World War II, should be evidence enough 
that the country cannot abandon shipbuilding or ship operation in time of peace. 
Shipbuilding skills and the know-how of ship operation are essential national 
assets and must be preserved. 

The committee believes that the basie philosophy and the general provisions 
of the Merchant Marine Act of 1936 are sound and that the act should be re- 
tained as the foundation for our national merchant-marine policy. The provi- 
sions of this legislation seem adequate in the main to carry forward the active 
merchant-ship program in foreign trade sought by our national policy, both 
as to fostering commerce and guarding the national security. 


Again, in 1950, the Senate Committee on Merchant Marine and 
Maritime Matters conducted a thorough investigation of the workings 


of the 1936 act, pursuant to Senate Resolution 50 of the 81st Congress. 
Its final report summarized its conclusions as follows: 


The concept of the merchant marine being maintained in private hands com- 
posed of efficient and safe vessels capable of serving adequately the needs of 
defense and a substantial part of our foreign commerce has been well received 
and has stood many tests since 1986. There appears no conceivable reason for 
altering it at this time. 

In the light of the history which I have attempted to telescope in a 
brief presentation, there must be a provision for conserving the earn- 
ings of good years and applying them to surviving in the lean years, 
and above all there must be adequate provisions, “compulsory provi- 
sion if you will, by contract and other means of requiring the replace- 
ment of ships that are we: ring out. 

In the light of the legislative history of ship subsidies, therefore, 
it is surprising that any proposal could be made, such as that contained 
in the propose ed w age-subsidy bill. 

It would ignore the lessons of prior legislation. It would revert 
to an unconditional subsidy grant in return for which the operator 
would not undertake any of the obligations which history has proved 
necessary for the maintenance, survival, and replacement of the Amer- 
ican merchant marine. As a matter of fact, the proposed wage- 
subsidy bill would not even require the obligations that the 1920 
and the 1928 act did in respect of maintaining service on essential 
routes for “postal subvention.” It would leave operators free. They 
could serve what ports they would. They could conserve or spend 
or hand out their earnings. There are no requirements for its con- 
servation, and particularly as to its replacement. 
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We feel confident that this committee will not approve the pro- 
posed bill which would (1) wreck the Merchant Marine Act of 1936, 
representing an accumulation of 50 years’ experience, and (2) revert 
to a program of unconditional subsidies which has proved a failure 
in the past. 

Mr. Wercuet. That is quite an exhaustive coverage of some of the 
past history of the merchant marine. In your statement you referred 
to the lean years. I think they were just a little bit more than lean. 
From what I have observed and from what I have read, the lush 
years of the American merchant marine came about as the result 
of preparation for war, war and the postwar period, and that was 
both prior to the 1936 act and since the 1936 act, and at the present 
time it seems that the abuses of administration during those years is 
the thing that seems to raid the Treasury. 

With reference to the last war, there was some $21 billion spent for 
the building and the operation of ships. Now, any investigation re- 
garding this $21 billion has shown that the administration has not 
been of the best with reference to the rights under the 1936 act. 
Instead of being requisitioning for title and operating for the Gov- 
ernment, the ships on which the construction subsidy had been given 
the private ships were taken first, and the subsidized ships were only 
requisitioned after a long time of operation when they could have 
been taken at the beginning of the war and even then they were not 
taken for title. They were taken for hire and then farmed right 
back to the same people under general agency. Those abuses prob- 
ably are water over the dam but it seems that the administration in 
each one of these preparations for war, war and postwar just follows 
the same patterns. 

Certainly you need an American merchant marine, you need it for 
war, but past experiences as well as legislative history seem to me to 
show that operation has not been very good. So with reference to 
proposals on legislation, I believe that better administration is the 
No. 1 thing and it seems to me that the industry might well 
hope that there would not be the abuses that we just went through in 
World War II as well as some of the things that are coming along 
with respect to the Korean situation. 

I don’t know whether you concur with that as a fair statement as to 
what has happened. 

Mr. Friwwiunp. I would certainly accept that amendment, Mr. 
Chairman, that the term “lean years” is a modest way of stating the 
situation that has confronted’ the American merchant marine at 
various times in its history. 

Mr. Wercuet. There doesn’t seem to be any other business so oper- 
ated as this is. 

Mr. Friptunp. I have, of course, confined myself here to the history 
of the Merchant Marine Act as it led up to the 1936 act and the reasons 
for imposing the various requirements therein contained. 

Our subsequent witnesses, some of whom are financial men and the 
presidents of companies, are in a better position than I to give you the 
actual workings of the 1936 act and discuss with you its actual accom- 
plishments. 

Mr, Srety-Brown. Might I ask a question on that point? 

Mr. Wercuet. I was going to say that we might dispense with any 
further questions on the historical part. 
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Mr. Sreiy-Brown. I would like to ask the witness this question, the 
witnesses to whom you have just referred who will follow you, do any 
of them expect to testify as to the uniform period of depreciation and 
possibly accelerated amortization ? 

Mr. Fripiunp. Yes; that will be covered in the course of the testi- 
mony. 

Mr. Weicuet. I might say that we have been informed that someone 
will testify on various phases of the industry ; there will be people who 
will testify to the operations of the ships and there will be those who 
will be testifying as to the trade-route concept, the financial, ship 
replacement, depreciation, labor, and probably shipbuilding, covering 

each one of the areas that are covered in the 1936 act with reference to 
subsidy payments. 

Mr. Auten. Mr. Fridlund, I would like to call attention to page 2 
of your statement, paragraph 7, having to do with the abolition of 
existing restrictions on routes already ‘served by Government-aided 
lines. I preface my question by this statement; I can see a great deal 
of merit in so restricting railroads that the public i is not charged with 
the duplication of building parallel tracks, but where you have a serv- 
ice like the merchant marine or the air fleet which used the same public 
terminals and the same right-of-way, so to speak, is there any reason 
historically why the Government participation in the industry should 
be limited only to those companies which travel established routes ? 

Mr. Frm.unp. Well, I think Mr. Kelly, who will follow me on 
the witness stand here, proposes to discuss that, among other things, 
and to show you how the essential trade-route concept has worked 
out in actual practice. 

In answer to the other part of your question, Mr. Allen, I think 
this can be said, that it is the concept of the act that it is a waste 
of Government aid to have two lines overtonnaging any particular 
route. It would merely result in what we tried to get away from 
in the 1916 act, namely, cutthroat competition. On the other hand, 
where the service on a line or route required such action, the Maritime 
Commission and the Maritime Board have not hesitated to double 
track and even triple track any essential trade route that required 
such service. 

Mr. Auuen. It seemed to me when Admiral Denebrink testified, 
he indicated that one of the necessities which his organization faced 
was the operation by himself of a group of ships to replace what 
amounted to a nonexistent fleet of fairly high-speed tramp vessels. I 
thought he implied that it would be an advantage to national defense 
if there were in existence a tramp fleet of superior vessels, at least far 
superior to those now operated by the tramp operators. 

Is there any reason, Liston ‘ically, or do you have any suggestions 
concerning the merit of either including or excluding some type of 
Government participation in the maintenance of a tramp fleet ¢ 

Mr. Friiunp. That is to be covered by one of our witnesses in some 
considerable detail, both as to the history and the possibilities of sur- 
vival of a tramp fleet under the American merchant marine. 

Admiral Denebrink’s testimony the other day I think indicated 
pretty clearly that he considered the present tramp fleet, consisting 
of largely Liberty vessels, as being outmoded and the question was 
how, as a nucleus for national-defense purposes, we can provide for 
such nucleus fleet. 
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That also will be covered by one of the subsequent witnesses in I 
think detail which will be of considerable interest. 

Mr. Auten. You mentioned on page 7 of your statement this matter 
of the net worth that has been acquired by the subsidized lines. 
] have been trying to find from a variety of witnesses whether the 
net worth as shown is exactly similar to the type of net worth that 
an unrestricted company would have, particularly whether it is 
an indication of net worth that can be compared with other corpo- 
rate financial conditions. With regard to the subsidized lines, is that 
net worth identical to the term as used in nonrestricted corporations 
in the maritime and other fields ? 

Mr. Frm.tunp. I think in general the answer “No; not neces- 
sarily.” In the discussion which Mr. Nemec al Mr. Donovan will 
present to you, that question will be specifically analyzed and in par- 
ticular the questions asked here at the time Mr. Morgan testified, that 
the increase in net worth of the nonsubsidized lines was 170 percent 
and that of the subsidized lines was some 600 percent. That, too, will 
be analyzed in detail for you. 

Mr. Auten. Our chairman mentioned the fact that some $21 billion 
had been used for the building of ships in the process of carrying out 
World War II. Do you know if anyone has ever made an analysis 
of what the cost of the same fleet might have been had the building 
of ships for that operation been spread over the 10 years of the 1930's ¢ 

Mr. Friptunp. I don’t know that the analysis has been made along 
those lines, Mr. Allen. But an analysis will be presented to you in the 
course of the testimony which I believe will demonstrate to you that 
the cheapest way, in fact almost self-liquidating way of building a 
suitable fleet as a nucleus for national defense, is precisely the program 
of the 1936 act, that the subsidies that are paid and net after recapture 
more than repay for themselves, not only in their service and savings 
to the commerce of the United States, but overwhelmingly in a time 
of national-defense emergency. 

Mr. Aten. One last question. It seemed to me that your statement 
was so drawn as not to indicate the need for any amendment to the 
1936 act, and a question of the chairman indicated that, in his view, 
there had been some lack in the administration of the act which may 
have given rise to trouble. Do you have any suggestions as amend- 
ments to the act which would either i improve its operation generally 
or benefit the merchant marine generally or which would cure the 
faults of administration which have possibly developed ¢ 

Mr. Fripiunp. I think we have, Mr. Allen. One part of the pres- 
entation to come will cover that suggestion in general and mention 
specific items that we think need attention. Mr. James A. Ferrell, Jr., 
the chairman of the committee of the shipping lines serving essential 
foreign-trade routes who will summarize the thing, will present to you 
at that time a list of recommendations which are drawn and based 
upon the testimony brought out by others. 

Mr. Auten. Thank you. 

Mr. Weicuet. With reference to the historical part that the next 
witness will cover on the trade routes and conditions, are there any 
questions by members of the committee covering those historical 
conditions ? 

If there are no questions, we will move to the next witness. Thank 
you, Mr. Fridlund. 
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Is Mr. Harry X. Kelly, the witness who will testify with respect 
to the trade route concept present ¢ 


STATEMENT OF HARRY X. KELLY, PRESIDENT, MISSISSIPPI 
SHIPPING CO., INC. 


Mr. Keuiy. My name is Harry X. Kelly. I am president of Mis- 
sissippi Shipping Co., Inc., a Louisiana corporation with the trade 
name of Delta Line, and the home office is located in the port of New 
Orleans. 

Mr. Weicner. With reference to the statement you have there, 
without reading every word, can you discuss the principal points in 
the statement ? 

Mr. Keiity. How much would you like me to abbreviate, Mr. 
Chairman ? 

Mr. Weicuev. We would like to have you cover the principal things 
in the statement. In other words, an oral explanation that you con- 
sider are the highlights. 

(Mr. Kelly’s prepared statement appears at p. 492.) 

Mr. Ketxy. I would like to say that the Mississippi Shipping Co., 
Inc., is operated on two of the routes that have been designated as 
essential, one of them being route 20 from the gulf to ports on the 
east coast of South America and route 14-2 to the West Coast of 
Africa. 

Perhaps more clearly than in the case of any other contractor under 
that act, the development of trade, both export and import, on the 
routes served by Delta Line exemplifies the soundness of that concept 
of the essential trade route. Until the trade route concept was adopted 
by the original United States Shipping Board in the Shipping Act of 
1920, the United States ports in the Gulf of Mexico were served at 
best only irregularly, a condition which made it practically impossible 
for the American manufacturer and producer in those areas to develop 
any foreign trade of any consequence. 

The development of this concept requiring the maintenance of an 
adequate, regular, and dependable service on the routes that are deemed 
essential has made the American merchant marine the servant of both 
the American exporter and importer because the service must be 
provided at all times, both when traffic is good and when it is bad 
and the shippers, the exporters, the manufacturers know that they are 
going to have the service and it is not subject to withdrawal whenever 
the shipowner sees an opportunity for temporary improvement else- 
where. The availability of this type of regular service has been a 
major factor in enabling the manufacturers and producers in the mid- 
continental area to extend and expand their trade to many times the 
size it was when the Delta Lines first went into operation. 

In both of these trade routes, our line started from scratch, that is, 
there was no service from the gulf to the east coast of South America. 
There was no service of any kind in 1947 from the Gulf to the West 
Coast of Africa. In the South American trade, British steamers 
carried coffee from Brazil to the gulf. They discharged and loaded 
and sailed for England. Japanese steamers carried freight from 
Argentina and Brazil to the gulf and discharged and sailed to the 
Far East, and the idea of this subsidized line was to provide two-way 
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service with Brazil, which was later extended to Uruguay and Argen- 
tina. 

Starting out with 9 voyages in the first year, our line carried 91,000 
tons. In 1937, on 39 voyages, the cargo carried was 323,000 tons and 
the last year there were 50 voyages and the cargo was 424,000 tons. 
In other words, that is an increase in the number of voyages from 9 
to 39 and then to 50. During that period, with the exception of the 
war years, the service was maintained. 

In the development of these trade routes, the Delta Line has opened 
offices in Rio de Janerio, Santos, and Buenos Aires with 60 employees 
and we also maintain domestic offices in New Orleans, Chicago, St. 
Louis, and New York, and our solicitors cover all the territory from 
Denver to Akron, Pittsburgh, and Atlanta on the east coast. 

On the question of why a shipping line from the gulf would solicit 
vargo in Akron and Pittsburgh, the fact is that the tire factories in 
Akron have plants in the South where they manufacture cotton and 
tire fabrics. This fabric is exported to their factories in South 
America and shipped through gulf ports on account of the lower 
domestic freight rates. We carry rubber from west Africa to New 
Orleans for these factories of the Akron companies on the Mississippi 
River. In Pittsburgh our solicitors call on shippers of oil and oil 
products, fire brick, — glass and carbon black. The shippers of 
oil products have refineries in Texas; fire brick and plate glass are 
manufactured in the State of Missouri; and carbon bincke is shipped 
from both Texas and Louisiana. This contact with shippers, quotation 
of freight rates and schedules and discussion of exporters’ problem, can 
only be performed properly by representatives of regularly estab- 
lished lines, providing regular and dependable service. 

I think that only a regular line trying to meet the needs of a par- 
ticular trade would provide refrigerator space, deep tanks for bulk 
eargo of peanut oil, diesel oil and palm and many others, and also 
many of the subsidized lines provide accommodations for the carriage 
of small and valuable cargo. 

These interior offices are very helpful to the exporters and im- 
porters. Instead of contacting New Orleans for a freight rate or a 
scheduled departure, the exporter or importer in the Chicago-St. Louis 
area can merely pick up the telephone and obtain all the information 
he requires in a few minutes. This midcontinental area where the do- 
mestic freight rates are cheaper to the Gulf port, has a population of 
70 million people, so a subsidized operator is not merely an Operator 
of ships but he has the very important function of developing the 
commerce and trade of the United States. 

In 1945 the Maritime Commission began efforts to secure coverage 
from ports of the North Atlantic and the Gulf to the West Coast of 
Africa. It was later decided that these would be one subsidized oper- 
ator from the North Atlantic and there would be one from the Gulf. 
This particular line, the Delta Line, began service in May of 1947. 
In the first full year of operation to west Africa—and prior to that 
time there was no service to shippers from the Gulf except once or 
twice a year when a ship probably came down from New York. In 
1948, after the first full year of operation to west Africa, on 12 voyages 
the cargo we carried amounted to 67,000 tons. In 1952, on 17 voyages 
the corresponding figure was 141,000 tons. I am glad to say that 1953 
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is already proving better than 1952 on this particular trade route and 
the ships are going down full and down to their marks. 

In developing that trade, we found a number of small ports where 
there is shallow draft of from 10 to 12 feet. We have two feeder ships 
which meet these trans-Atlantic ships and take the cargo to our regu- 
lar ships out in the harbor and in that way it speeds the round trip 
of the regular ships. One point where we operate that type of service 
is at the Port of Monrovia, where we transship to the large trans- 
Atlantic ships. In that way all the ports in that area have service and 
the shippers and the manufacturers in the Midwest have a service 
to those ports in Africa which they did not have before. 

Without this trade route concept as a basis for Government aid, 
we doubt that any management would or could sustain the periods 
of loss which follow regular service, and especially in the face of 
more attractive profits in other trades. There have been years in 
which world trade conditions were such that management with the 
responsibility to the stockholders would have been compelled to with- 
draw the vessels from their regular routes and try to employ them 
in more lucrative fields. That is particularly true nm South America. 
We are convinced that as a long-range proposition for the develop- 
ment of regular traffic depending on regular service, both the shipper 
and the ship operator benefit from the concept of the essential trade 
routes and the requirements of regular service. It is equally important 
that the operator of an essential trade route required to furnish service, 
in lean as well as fat years, should be protected against overtonnaging 
of the route during those periods when its prospects are bright. Such 
operators today face strong competition from foreign-flag lines which 
operate under no restriction and are free to skim the cream of the 
traffic whenever it looks most attractive. 

That situation would be compounded were subsidized American- 
flag vessels given the same complete freedom of action as is con- 
templated in the proposal before you. I think there is no question 
that in any subsidized route there are more foreign-flag ships operat- 
ing than the subsidized operator is operating. This is true particu- 
lar ly in the two routes that we have. One of the primary purposes 
of the 1936 act is to insure that the American merchant marine will be 
adequate not only for our foreign commerce but also as a naval and 
military auxiliary in time of war or national emergency. The essen- 
tial trade-route concept plays a large part in insuring that our Amer- 
ican merchant marine is properly equipped with modern vessels de- 
signed and constructed in maagieaeh with proper standards by its 
specifications of the number and type of vessels required to provide 
proper service on any given essential route. In order to continue to 
qualify for aid, an operator is required to provide a fleet properly 
adapted to the needs of that trade. 

I have some figures here on the number of ships that the act has 
enabled us to acquire. Since the 1936 act, our company has con- 
tracted for a total of 25 vessels. Nine of them were combination fleet 
and passenger ships. Six of them had accommodations for 63 pas- 
sengers each, and 3 of them have passenger capacities of 119. Our 
fleet now consists of 5 of the C-2 ships and 6 of the C-1A freighters, 
a little smaller type, and 3 combination vessels, a total of 14. At the 
time the 1936 act was passed, there were 47 American steamship com- 
panies operating 61 lines. Nineteen of the forty-seven were largely 





AMEND 1936 MERCHANT MARINE ACT 243 


in the coastwise or insular trades or were industrial carriers operating 
primarily to carry goods for their owners. Of the remaining 28 lines, 
11, with 252 ships, elected to accept the exacting requirements of the 
contracts under the act. The other 17 of the 28 lines did not apply 
for participation. The original 11, known as the subsidized operators, 
have now been increased to 15. 

Our fleet of 14 vessels will begin to reach the age of obsolescence in 
1962. On the basis of the best available figures on probable costs, our 
14 ships, leaving out of consideration any possible i increase in the fleet, 
will demand for replacement $121 million, and that expenditure must 
be considered about 1962 or not later than 1967; that is, 20 years after 
the operating subsidy contracts were negotiated in 1947. The down- 
payments would require a cash reserve of over $20 million. The pas- 
sage of the proposed bill which is here under discussion would force 
us to reconsider every plan we have made for the future. If we are 
to abandon the essential trade-route concept and revert to the hap- 
hazard service afforded prior to the birth and implementation of that 
idea, the adverse effect would have an important impact on the entire 
Mississippi Valley and Gulf-coast area, and would necessitate a com- 
plete reassessment of our prospects for a successful operation and of 
the vessels necessary to achieve it. 

The proposed bill is a complete reversal of the 1936 act and the 
intent of Congress and the American people as expressed therein. It 
would destroy the progress made by the American merchant marine 
in 16 years and would encourage a dogfight for supremacy between 
all of our flag vessels in all of the ocean trade lanes. Any step toward 
such an outcome should be most carefuly considered. We urge you 
not to abandon a successful venture in legislation to begin a new series 
of experiments. 

I have tried to abbreviate that as much as possible, Mr. Chairman. 

Mr. Weicue.. Well, of course the committee can read the statements. 

There is going to be a quorum call of the House, and we contem- 
plate going on tomorow. What we will do is to recess until the call 
of the Chair, and the next meeting covering this will be next Wednes- 
day at 10 o’clock unless we have some further notice this afternoon. 

Mr. Totierson. In other words, there is a possibility of getting 
together again tomorrow morning? 

Mr. Weicuen. Y es; there is a possibility of meeting tomorrow, but 
otherwise it will be next W fohemeiey: 

Mr. Auten. If the House finishes the bill before it tonight, the 
next meeting will be Wednesday. 

Mr. Wercuet. I think we will leave it like that because if the 
House is going to adjourn and finish up today it isn’t likely that 
you will have anybody here tomorrow. 

Mr. Mumma. They are adjourning tomorrow until Monday. 

Mr. Wercuen. That is if they finish. 

Mr. Bonner. This witness has made a very fine statement here. I 
am interested in his statement where he states what this company 
may have been able to do had it not been for the 1936 act. You go 
on to show at the time of beginning operations the number of vessels 
you have constructed and apparently you have done a remarkable 
job. I am interested to know something about how the 1936 act 
aided you and what you would have done without the 1936 act with 
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respect to the replacement of your fleet. I do think, in reading these 
statements, it give the committee an opportunity to ask the witnesses 
questions that ‘would enlar ge on the statement and give us light on the 
subject we are seeking. I, of course, can read the statements myself, 
but after I read them then I do not have the opportunity to as the 
witnesses questions that I would like to ask to develop the statement. 

Mr. Weicue.. That is the purpose of the statement. 

Mr. Bonner. I understand, Mr. Chairman, but you said you wanted 
the witness to run over the statement and then file the statement. 

Mr. Weicnet. No. What I was saying with reference to the state- 
ments under the Reorganization Act, witnesses can file statements 
and the testimony is usually with reference to highlighting the state- 
ments and the committee endeavors to question on what they say. 

If there isn’t anything else we will adjourn, subject to the call of 
the Chair, but in all probability it will be next Wednesday at 10 
o’clock. 

(Thereupon, at 11:16 a. m., the hearing was recessed. ) 





PROPOSED AMENDMENTS TO THE 1936 MERCHANT 
MARINE ACT 


WEDNESDAY, JUNE 3, 1953 


Unirep Srares House or RerresENntTATIVES, 
Commitrer ON Mercuant Marine Anp FisHeriegs, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
219, Old House Office Building, Hon. Alvin F, Weichel, chairman of 
the committee, presiding. 

Mr. Weicuen. Will the meeting please come to order. We had to 
change some of the witnesses. Under Secretary Murray, of the De- 
partment of Commerce, is going abroad, leaving New York tomorrow, 
I understand. So we changed the order of -alling the witnesses and 
if the Under Secretary is here I should be glad to have him offer a 
statement now. 


STATEMENT OF ROBERT B. MURRAY, JR., UNDER SECRETARY FOR 
TRANSPORTATION, DEPARTMENT OF COMMERCE 


Mr. Murray. Mr. Chairman, because I am going to add to the state- 
ment, part of which I will read, it has obviously not been possible to 
clear the statement with the Bureau of the Budget. 

I am happy to have the opportunity to appear before this com- 
mittee which is considering proposals for amendatory merchant ma- 
rine legislation. This is one of the most pressing problems facing the 
Department of Commerce. 

1 am sure you will agree this field of study is intricate and com- 
plex, and that the decisions will be of major significance to the national 
defense as well as to the national welfare of the United States. The 
Department is giving an unusual amount of time and study to the 
problems which we are now facing in our merchant marine. 

Until these complex and highly controversial problems are carefully 
analyzed from all points of view, Secretary Weeks and I consider 
that it would be premature and inadvisable for the Department of 
Commerce to express any views with respect to the merits of far- 
reaching legislation which will work fundamental changes in the 
Government’s policies and practices affecting our merchant marine. 
However, I do wish to emphasize that our approach in such analysis 
is definitely twofold: First, to minimize Government financing and, 
second, maximize private initiative and use of private funds and busi- 
ness organizations in modernizing and strengthening our Nation’s 
merchant marine. 

It is possible that numerous legislative changes will be necessary 
but at present we confine our comment to the proposed amendments to 
title XI of the Merchant Marine Act, 1936. 
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Prior to doing that, however, I would like to discuss with the com- 
mittee the activities of the Department of Commerce during these 
first 4 months regarding the merchant marine. On the 9th of Feb- 
ruary, a joint committee composed of representatives from the Navy 
and representatives from the Maritime Administration joined together 
for the purpose of arriving at the size and composition of our mer- 
chant marine as far as defense matters were concerned. As you know, 
both maritime and the Navy have a responsibility in this particular 
field and because sometimes it is possible for one group to go down one 
road and another down another road, we felt it was extremely vital 
and very important to give proper consideration of our overall prob- 
lem to first decide what the size and composition of our merchant 
marine should be, and secondly, it would have a direct effect, obviously, 
on the shipbuilding facilities of the Nation which we cannot separate 
from the operating side of this situation. ‘Those meetings have 
progressed very well, and I think that before too long it will be pos- 
sible for us to have some very good idea as to what we are aiming for 
as far as the physical fleet is concerned. At that point we will have 
our first opportunity to convert those findings into what our shipyard 
facilities should be to keep at least at a minimum mobilization basis. 
It is quite obvious to us that our shipyards, by the end of this fiscal 
year, will be in very critical condition because of the lack of ships 
that will be on the ways at that time. 

At the same time that we have been pursuing this study, we have 
been trying to find out just what a minimum mobilization basis 
for shipbuilding should be in America and in what way the Govern- 
ment should approach the encouragement of enough construction 
and maintenance work to keep the shipyards at a reasonable level 
of work so as not to lose the know-how and the teams which the ship 
construction industry have gotten together over a period of years, 
and we have gone far enough in our study to arrive at a determination 
that the Government should do its utmost to encourage the building 
of tankers at this particular time. 

We had a meeting the day before yesterday at the Commerce De- 
partment with about 35 representatives of the tankers, the tanker 
operating industry, for the purpose of seeing what inducements short 
of the subsidy program which is in the long-range bill, the Govern- 
ment might offer for the purpose of encouraging the building of 
tankers by the private operators on their own, using their own private 
means. ‘The tanker people nominated six people to work with us to 
see if it is possible to approach a construction program which will 
be helpful to the shipyards, be helpful to our own national defense 
by increasing the tanker fleet to see if there is some possible way of 
approaching a decent size program, using private sources to the abso- 
lute utmost and to the greatest extent possible. We expect to work 
pretty hard on that the next 3 weeks and at the end of that time I 
think we will be in a position to advise you just what the Government 
will propose to do in the field of encouraging ship construction. 

At the same time the Department, in conjunction with the Mari- 
time Administration itself, has been considering the entire field of 
the 1936 Act. We feel that a great many changes have occurred in 
the world since the act was written and we are trying to approach the 
problem from the standpoint of what should we have to encourage 
and foster our maritime industry in this year of 1953 under the con- 
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ditions that exist in 1953. That is of vital interest to your committee. 
We have not firmed up any conclusions as yet, but we are going into 
every phase of the act, approaching it from the standpoint that in 
this year 1953 we have had enough changes that we need to reexamine 
the act and at the proper time come to this committee with proposals 
which we think will be vital at that time. We have done that and 
we are doing that with our own staff and at the same time we have 
set up, we have asked the ocean shipping panel of the Transportation 
Advisory Council, that is a council which has been set up for the 
purpose of advising the Secretary on transportation matters. We 
have asked them to take on a study of this same matter because we 
are anxious to try to get some feeling from the industry itself, some 
agreement from the industry itself as to their feeling on the matter 
of operating ships in this year 1953 and in the foreseeable future. 
They have had several meetings at this point and I cannot tell you 
whether it will be possible for as diversified a group as we have to 
get together. They have representatives from the subsidized, unsub- 
sidized, the tramps, the tanker fleet from the east coast, the west coast 
and the Gulf coast, and I cannot tell you whether as diversified a 
group as that can come up with any conclusions or not. It will be 
desirable for them to do so and when they have done so we will 
consider their conclusions in line with our own work which our staff 
is turning out. 

Mr. Weicuet. This panel or group you mention, is that selected 
hy the Secretary of Commerce? 

Mr. Murray. Yes, sir. 

Mr. Weicuev. Do you have a question, Mr. Boykin? 

Mr. Boykin. Have you the names of the six men ? 

Mr. Murray. Yes, if my memory is good enough for that. 

Mr. Weicuet. You might send them up and submit them on the 
record. 

Mr. Boykin. We can get it now. 

Mr. Campsett. And what companies. 

Mr. Boyxrn. We would like to know. Perhaps somebody from 
my country is on it. 

Mr. Murray. We have Mr. Franklin of the United States Lines, 
Mr. Mallory of Grace, Mr. Lykes of Lykes Bros. 

Mr. Weicue.. Could you indicate which are subsidized as you 
go along? 

Mr. Murray. Those three are subsidized. Mr. Sevier of Matson, 
and Matson is not subsidized. Oceanic, their subsidiary, is. 

Now, that takes care of the east coast, the Gulf coast, and the west 
coast. 

Mr. Borxrn. Who represents the Gulf coast ? 

Mr. Murray. Mr. Lykes. 

Mr. Borxrn. That is subsidized ¢ 

Mr. Morray. Yes, sir. 

Mr. Boykin. How about unsubsidized ? 

Mr. Murray. In the unsubsidized, we have a Mr. Sinclair of Luck- 
enhach. Mr. Bull of the Bull Steamship Co., and Mr. Gammie of 
States Marine. 

In the tanker field we have Mr. Gamble of Esso, and representing 
the tramp owners is Mr. Riker Clark, who has been selected by all 
the tramps as their representative. I think that makes nine. 
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Mr. Wercuet. In the unsubsidized group isn’t Waterman one of 
the biggest operators ! 

Mr. Boyrxin. That is what I was interested in. 

Mr. Murray. We asked them to give us their own choice. We 
don’t want too big a committee. Nine is too big anyhow. We have 
used their choices. 

Mr. Wercnuer. In other words, you selected the committee with 
their cooperation ¢ 

Mr. Murray. Yes, sir; and we were anxious to get the industry 
views on this and that was the group. You will notice that the 
coastal and intercoastal is not well represented on there, and that is 
because we are working on the coastal and intercoastal problem with 
our own staff and our own office. ‘That needs to be fitted into the 
overall picture, but we did not want to do that through the ocean 
shipping panel of the Transportation Council. We are very much 
involved in the Transportation Council with all the other forms 
of transportation and I think we can get some kind of agreement on 
this particular phase. I would be very doubtful of getting it on the 
coastal and intercoastal. 

Getting back to our comment to the proposed amendments to title 
XI of the Merchant Marine Act of 1936, one of the proposals has 
been to encourage the use of private financing under sections 504 and 
509 of title V of the 1936 act. Section 504 is available to the appli- 
cant for construction-differential subsidy who desires to finance the 
construction of a vessel according to approved plans and specifica- 
tions rather than purchase a vessel with Government financing of 
the construction under section 502. 

Section 509 of title V authorizes Government financial aid in the 
construction of vessels for use in domestic or foreign trade. No 
construction subsidy is available in this case. 

It appears that the insurance plan of title XI of the act could be 
amended so that it would encourage private companies to lend mone 
to shipping companies desiring to build new tonnage under title v. 
Title XI was originally intended to provide such aid through Govern- 
ment insurance of long-term financing of the construction of new ves- 
sels in domestic trade and ne: irby offshore trades. 

It is thought that the prospective shipowner building under sec- 
tion 504 with subsidy, or under section 509 without subsidy, would 
be interested in mortgage insurance under title XI either as an aid 
to provide financing under section 504 or as an alternative to Govern- 
ment financing under section 509. Resort to title XI would reduce 
the necessity for Government advancing of funds. The Government 
part would ‘be limited primarily to the : approval of plans and specifi- 

cations and to insuring the bank or financing company against loss 
from failure on the part of the owner to repay the bank or other 
lender who advances funds to finance the cost or the part of the cost 
to be borne by the owner under the 1936 act. 

A proposal to improve the usability of title XI is printed at pages 
64-66 of the committee print of amendments to the Merchant Marine 
Act, 1936. It would substantially broaden Federal Ship Mortgage 
Insurance under title XI of the Merchant Marine Act, 1936, by re- 
quiring the Government in the event of default to accept an assign- 
ment of the defaulted mortgage and to pay to the mortgagee the full 
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amount of the unpaid balance of principal and interest Under the 
law as presently drawn, the mortgagee must foreclose before he is 
entitled to collect the proceeds of the insurance. further, the insur- 
ance is paid to him in the form of debentures bearing no more than 
3 percent interest and maturing 3 years after the first day of July 
following the maturity date of the mortgage. 

As | understand this proposal, it would remove two of the apparent 
reasons why the Federal Ship Mortgage Act has not encouraged to 
any measurable extent private financing of new ship construction. 
The mortgagee would no longer have to foreclose—a difficult and ex- 
pensive procedure if the vessel should be in foreign waters, and he 
would receive payment in dollars rather than in debentures which do 
not mature until after a period of years. I believe that these two 
changes should be made in the act, although it may be that the exact 
language contained in the proposed bill needs modification or clari- 
fication. 

There are additional changes in title XI which I think should be 
considered if more use is to be made of its provisions. 

First, section 1104 (a). (8) as it now stands, limits its applicabilit 
to vessels to be used on inland waterways, coastwise, aaeaiaiee 
and the nearby foreign trades. I would suggest that the provisions 
be amended so as to authorize mortgage insurance for vessels to be 
used anywhere in the foreign trade of the United States. 

Secondly, under the previsions of title XI, insurance attaches only 
after the construction of the ship is completed since it is only at this 
time that a preferred ship mortgage is legally effective. I would 
suggest that the act be amended to authorize the Secretary of Com- 
merce to insure loans and advances of credit made during the period 
of the construction of the vessel, when the present ship mortgage in- 
surance is not available. 

Please note that these amendments serve to improve the private 
financing possibilities under the 1936 act for both foreign trade and 
domestic trade vessels and do not set aside or repeal the existing aid 
provisions which may be necessary for use in situations and circum- 
stances not reached by the amendments. It should also be noted 
that the benefits are available to both the so-called subsidized and the 
unsubsidized groups of ship operators. 

Mr. Chairman, we are trying extremely hard to put back on the 
owners themselves part of the responsibility for financing the con- 
struction of the ships which they plan to build. As you know, the 
current practice is for the Government to put up all the funds for 
the construction of the ship, to have the ship operator pay 25 percent 
down and then the remainder of his unsubsidized part over a period 
of 20 years, and it seems to us that we ought to get out of that phase 
of the banking business, that it would be desirable to do so. We are 
building ships for companies whose credit is prime credit and it seems 
that we should reverse this trend, namely, to have the companies 
themselves pay and arrange their own financing for that part of 
the ship-construction costs which will be theirs and to restrict the 
Government interest in the construction program simply to pay that 
pe of the differential which is the diterence in cost between the 

uilding of the ship here and in some foreign yard. 

We have had many sessions with representatives of Grace and 
Moore-McCormack who are the two companies whose ships are over 
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the age limit and who have funds and who, at some point in the very 
near future, will need to replace those ships. There are 2 Moore-Mc- 
Cormack ships planned and 2 Grace Line ships planned. We have 
had many sessions with those representatives. ‘They have been ex- 
tremely cooperative. We could not have asked for more cooperation, 
and in turn we have gone to the banks and insurance companies con- 
cerning the possibility of arranging private financing and we seem 
always to come up against a roadblock having to do with these items 
which I have just mentioned to you. 

In addition to the necessary amendments to the mortgage-insurance 
provisions of the Merchant Marine Act, 1936, there are other impor- 
tant matters to be considered to make effective private financing of 
new ships construction with or without subsidy. One of the most 
important of these is the problem of finality of the subsidy contracts. 
There are now in litigation important questions of the extent of re- 
viewability of subsidy contracts. Some industry and financial inter- 
ests contend that, unless and until the finality of such contracts is 
established, the added security for private financing which would nor- 
mally be available from this source is of doubtful value. The com- 
mittee may, therefore, wish to consider this aspect of the private 
financing problem as well. 

That, Mr. Chairman, is my statement. 

Mr. Weicuet. Well, that states the position of the Department of 
Commerce. 

Going back for a moment to simplify, if you can, your plan of 
organization. Previous to the reorganization of the Maritime Com- 
mission, it was an independent agency. The President appointed the 
members and he selected the Chairman and the Commission formu- 
lated policy independent of anybody else. Under the reorganization 
plan, practically everything except a few items with reference to 
innocuous complaints has been transferred to the Department of Com- 
merce. So that now the Secretary of Commerce, as a Cabinet officer 
under the direction of the President, has completely in his hands all 
matters of policy, the administration of the existing law, and by that 
I mean as to the building of ships, their kind, and type, terms of sale, 
and amount of subsidy. 

Now, with reference to essential routes, that is under the jurisdic- 
tion of the Secretary of Comnierce. With reference to how much 
money you ask to carry out policy of construction subsidy and the 
building of ships, the number and kind, the number of essential routes, 
it is solely now in the discretion, almost absolutely in the discretion 
of the Secretary of Commerce; is that correct? That is what it now 
amounts to, that one person rather than an independent agency deter- 
mines that. 

Mr. Murray. Well, the Secretary’s position with the Maritime 
Board is, I think, a little different than his position with other regu- 
latory agencies because there is the matter in the law of policy guid- 
ance. At the same time, I think the law makes it rather clear that 
the Maritime Board still is a quasi-judicial agency with a very strong 
flavor of independence. 

Mr. Wercuet. Not according to the statements at the time of the 
transfer. They have very few things that are absolutely independ- 
ent. In everything else—they are merely agents to carry out what 
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the Department or the Secretary of Commerce establishes in the way 
of policy. That is the way I read it. 

Mr. Murray. I think it is fair to say that the Board is under the 
policy direction of the Secretary. 

Mr. Wercuex. That is right. 

Mr. Murray. The individual cases under which they operate they 
on an independent basis under overall policy. 

Mr. Weicue.. It is very limited. So that with reference to per- 
petuating the American flag on the high seas, as to what is an adequate 
merchant marine in war and in peace and how it should be maintained 
and how much shall be spent in any year is determined by the Secretary 
of Commerce. That is what I was coming to. 

Mr. Murray. Right. 

Mr. Weicnev. So that whatever he determines should be requested 
of the Congress by way of appropriations to carry out a subsidy 
program for construction and operation, what he requests is the deter- 
mining factor of how big or how little that program will be. 

Mr. Murray. I think he is quite important. 

Mr. WercueLt. Well, I think he is everything. 

Now, is the study that you are making with reference to the con- 
tinuation of the construction subsidy program and as to possible 
changes, in other words, with reference to how much subsidy should 
be allowed for construction and as to whether it should be a definite 
percentage of cost and with reference to the shipowners making their 
own construction contracts with private financing with the Govern- 
ment merely paying the amount of thé subsidy? And the other phase, 
with reference to subsidies as to whether they should be direct, with 
the elimination of the tax deferments, is that within your study? 
Is that one that the Secretary of the Treasury would take up through 
Internal Revenue and Ways and Means as to a continuation of a 
subsidy by way of tax deferments? 

Mr. Murray. It is my understanding that the Secretary of Treas- 
ury is involved in the whole field of tax incentives at this point cover- 
ing every possible phase and this would be just one item, and we 
would, of course, be bound by that overall policy. The Treasury 
Department at the same time is very much aware of the help that 
such incentives give to the shipbuilding industry. 

Mr. Weicnet. With reference to the _ ating subsidy, in a few 
words, is it something like this: That the Government provides a sub- 
sidy for certain items which a very substantial part of the cost of 
operation and the subsidized line is able to keep all of the net profit up 
to 10 percent? In other words, there is almost a guaranty of 10-per- 
cent profit. You can’t lose. When the net profit is over 10 percent, 
does the excess over 10 percent all go back to the Government until the 
complete amount of the operating subsidy is repaid, or just a part 
of it? 

Mr. Murray. Fifty percent. 

Mr. Wercuet. Fifty percent of it? 

Mr. Murray. Yes, sir. 

Mr. Wercuet. So that after the so-called guaranty of 10 percent as 
to the amount of profit over that, the operators still receive more, 
rather than paying back all the subsidy first, is that what it amounts 
to? 


do 
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Mr. Murray. There isn’t any guaranty. 

Mr. Weicue.. No; not a guaranty. But the fact that there is no 
chance of loss up to 10 percent. 

Mr. Murray. There are possibilities of loss. 

Mr. Weicuet. On the operation ¢ 

Mr. Murray. Oh, sure. But this recapture protects the Government 
in case of any profit that would be over 10 percent, one-half of it 
returns. 

Mr. Weicue.. With reference to the reserve funds for replacement, 
the contracts for operating subsidy which provide for replacement of 
overage tonnage are for 10 years and actually no replacement obliga- 
tion exists during the life of these contracts. An operating contract 
for a subsidy is 10 years; isn’t it? 

Mr. Murray. The statute authorizes operating differential subsidy 
contracts for a period not to exceed 20 years. Contracts entered into 
following the enactment of the 1936 act were for varying periods— 
10 or 12 years. Some have been extended so that the contracts, as 
extended, cover the entire 20-year period authorized by statute. 

Mr. WeicueL. You make some for the life of the ship? 

Mr. Murray. Yes, sir. 

Mr. Weicuev. If it is for the life of the ship, they would be obliged 
to replace it and otherwise they would not have to unless they made 
a new contract. 

Mr. Murray. As I understand you, and if I understand your ques- 
tion, a ship must be replaced at the end of 20 years and at the same 
time, of course, some of the contracts are up for renewal. Now if a 
ship, depending on the time that the company arrived at the purchase 
of a particular ship—whenever you get to that 20-year period, that 
is the period of time at which some of the contracts are renewed. In 
other cases, since the 20-year life of particular ships covered by the 
contract may expire prior to the termination of the contract, the con- 
tract requires that such ships be replaced and the replacement vessels 
be available for service when such ships become 20 years old. In some 
cases the contract expires before the end of the 20-year life of some 
of the ships covered by the contract. 

Mr. Weicuet. Whether they have a 10- or 20-year contract. 

Now, with reference to the tax deferment on earnings or on profits, 
is a subsidized company permitted to deposit with tax deferment the 
profit made from their own investment solely or on the profit made 
from their own investment, plus amount received as apna 

Mr. Murray. It is on both. 

Mr. Weicuet. That is all. 

Mr. Tollefson, do you have any questions ¢ 

Mr. To.iterson. Since the end of World War II, have many ships 
been built for private use in the United States? Has there been much 
ship construction in the United States since World War II for private 
use ¢ 

Mr. Murray. There has been a considerable amount of tanker con- 
struction. 

Mr. Totierson. How about dry-cargo ships? 

Mr. Morray. Very little dry-cargo shipping. We have got the 
Mariners building now, as you know, which has has been really a 
tremendous program. it is a program costing, roughly, $350 million 
and from which we expect to get 35 Mariners. 
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Mr. TottzFson. How about construction in foreign shipyards? 
Mr. Murray. You mean by companies controlled by Americans?! 


Mr. Touterson. No, just for foreign—— Boe 
1as been quite a bit of construction in foreign 


Mr. Murray. There 
yards. 

Mr. Totterson. Does your departinent have any figures on that? 

Mr. Murray. Yes, we do. 1 will furnish them to you. I do not 
have them with me. 

Mr. Totterson. I would like to have them, Mr. Chairman, if we 
may. 

Mr. Weicuet. All right. They will be supplied later. 

(The information referred to follows:) 


DEPARTMENT OF COMMERCE, 
OFFICE OF THE GENERAL COUNSEL, 
Washington, June 28, 1958. 
Hon. ALvIn F. WEICHEL, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 


Dear Mr. WEICHEL: In the course of Mr. Murray’s testimony before your com- 
mittee on June 3, 1952, the request was made that the committee be furnished with 
the number of ships which have been built in the United States and in foreign 
countries in recent years and the ships which have been built in foreign countries 
for American owned or controlled companies. 

I enclose copies of the lists of the deliveries of new merchant ships in each of 
the calendar years of 1947 through 1952, which ships (exeluding ships built for 
operation on the Great Lakes or inland waterways, ships built for operation by 
the Armed Forces, and ships of special types such as tugs, ferries, cable ships, 
etc.) are seagoing steam and motor vessels of 1,000 gross tons. These lists show 
the total number of ships delivered in each of the years in question, the building 
countries and the countries for which built. Each annual list gives the same 
breakdown and information upon the basis of types of ships. 

I also enclose lists of seagoing ore carriers, seagoing tankers, and seagoing 
eargo ships, registered or for registry under foreign flags, constructed in foreign 
shipyards for the period January 1, 1947, to April 30, 1953, and presently under 
construction or on order as of April 30, 1953, for the account of the United States 
companies and their affiliates. 

You also asked what was necessary, in view of the provisions of the Merchant 
Marine Act, 1936, as amended, and of the Navy Department’s existing authority, 
to enable funds for the payment of the cost of national-defense features incorpo- 
rated in ships constructed for sale under the Merchant Marine Act, 1936, as 
amended, to be transferred to the Department of Commerce from Navy Depart- 
ment appropriations. 

The proposal that funds for national-defense features be under the control of 
the Navy Department can be effected by the inclusion in a Navy Department 
appropriation act of an item in a specified amount made available to the Navy 
Department for the sole purpose of transfer to the Department of Commerce to 
pay the cost of features incorporated in ships sold under the Merchant Marine 
Act, 1936, as amended, determined by the Navy Department to be useful for 
national-defense purposes and determined by the Federal Maritime Board to be 
in excess of commercial requirements. 

Sincerely yours, 
Haroip B. Corwin, 
Deputy General Counsel. 
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Mr. Totterson. But there has been considerable more ship con- 
struction in foreign yards than there has been in the United States 
yards, has there not? 

Mr. Murray. There has been very considerable construction abroad 
and of course, as you know, American companies or companies con- 
trolled by Americans, but who are not subsidized, have gone abroad, 
both for dry-cargo and for tanker construction. 

The Japanese have made great headway, as you also know. 

Mr. Totierson. Have you any figures showing how many ships have 
been built in foreign yards for American-owned aa controlled 
companies? 

Mr. Murray. Yes, I will be happy to furnish that information. 

(The following information was later supplied for the record :) 





AMEND 1936 MERCHANT MARINE ACT 


Seagoing tankers of 1,000 gross tons and over under construction and/or on order 
in foreign shipyards for the account of United States companies and their 
affiliates and for registry under foreign flags as of Apr. 30, 1958 


2 . | . | 7 
Parent company, affiliate, name of Country in Dead- Gross Speed Flag for which 
ship, and/or hull No which building weight tons knots building 


Grand total (55 ships) , 267, 1: 828, 027 


Atlantic Refining Co., 260 South P 56, 100 36, 000 
Broad St., Philadelphia 1, Pa. (3 
ships). 


770 | Belgium ; 2, 000 f Unspecified. 
771 ; | do . 2 000 f | Do 
ease c a do . 2, 000 5 Do 
Gulf Oil Corp., marine depart- | Germany , 7 , 500 Do. 
ment, 17 Battery Pl., New York 
4, N. Y., 1278. 


Afran Transport No. (10 ships) . 7 550 400 


Netherlands 31, 000 000 16.8 | Liberia. 
do 31, 000 000 16.8 Do. 
do - 225 500 15. 6 Do. 
do : 225 500 15.6 Do 

France é 31, 550 200 Do. 

Germany 32, 500 , 000 Do. 
do____- 32, 500 , 000 Do. 

United Kingdom 32, 000 22, 000 Do. 
do - . 32, 000 000 Do. 

France... 31, 550 21, 200 Do. 


NNNNANIS 


Ludwig, D. L., 630 5th Ave., 
New York 20, N. Y..: 
National Bulk Carriers, Ine. . a 000 2, 000 
(2 ships). | | 


Petroqueen__.. — eee | 38,000 21, 000 
33... as 38, 000 21, 000 


Socony-Vacuum Oil Co., Inc., 26 | 
Broadway, New York 4, N. Y | 
Societe Anonyme ‘Mazout 
Transport” (4 ships 


Porthos France 27, France. 
iramis do 27, k 5 Do. 
Fructidor | Denmark 8, 2, 5 Do. 
Thermidor.__. do : } Do 


Vacuum Oil Co., Ltd.: Vacuum | United Kingdom : ; 114%| United Kingdom, 
Pioneer. 
Standard Oil Co. of California 225 
Bush S8t., San Francisco, Calif 
Caltex Oceanic, Ltd. (3 ships 


298 : Netherlands ; : 2, Netherlands. 
747 | do 32, 20, 5. ! Do. 
Calter Padang. do : ‘ Do, 


Overseas Tankship Corp. 
United Kingdom), Ltd. (5 
ships). 


Calter Manchester J United Kingdom : United Kingdom. 
Caltex Perth do. | 2, 5 Do, 
732 do S 2, Do. 
Caliex Pahrain ; .do. ‘ | , 8 Do. 
668 ~~ , : 4 Do. 


Standard Oil Co. of New Jersey, 30 
Rockefeller Plaza, New York 20, 
N.Y | 
Creole Petroleum Corp., 764 Netherlands ; i, ; Panama. 
Cia de Petroleo Lago, 286 naive . : Venezuela. 
Esso Petroleum Co., Ltd, (8 
ships). 


Esso Orford United Kingdom 26 16 | United Kingdom. 
1231... do 26, § 16 Do 
1232 do 26, 6! 16 Do. 
681 do R, 17 Do 
137 do 26, 5 7, 17 Do 
849 . do : , 53: 11% Do 
136 do 26 7 17 Do. 
1012 do 26, 65 ‘, 17 Do. 


33116—63—pt. 1——-18 
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AMEND 1936 


MERCHANT 


MARINE 


ACT 


Seagoing tankers of 1,000 gross tons and over under construction and/or on order 
in foreign shipyards for the account of United States companies and their 
affiliates and for registry under foreign flags as of Apr. 80, 1953—Continued 


Parent company, affiliate, name of 
ship, and/or hull No 


Standard Oil Co. of N. J.- 
Esso Standard 
Esso Antwerp. 
Standard Vacuum Oil 
Stanvae South Africa. 
Esso Standard Soc, 
Francaise: Esso Paris 
Waried Tankschiff Rhederei 
(3 ships). 


Con. 
Belgian 8. A. 


Co.: 


Anon 


1011 


vy 
7175 


Esso Transportation Co.: 
Esso Nederland, N. V.° 
French Standard Oil Co? 
Texas Co., The, 135 East 42d St., 
New York 17, N. Y.: 
Texas Co., The (2 ships) __. 


Gil athccnotktetinenedsane 
Texas Co. (Norway) A/S 
tingsgt (5 ships). 


Stor- 


672. 
674... 
654 

154. 

Sep csiancone 


Grand total (11 ships) 


Aluminum Company of America, 
801 Gulf Bidg., Pittsburgh, Pa 
Alcoa Steamship Co., 17 Bat- 
tery Pl., New York 4, N. Y.: 
Pan Ore Steamship Co., 
17 Battery Pl., New York 

4, N. Y. (5 ships) 


@).. 

1237 

1084. . 

1035 or ) Eas 
Pt etatnacetones 


Hanna Coal & Ore Corp., 1300 
Leader Bldg., Cleveland, Ohio 
M. A. Hanna Co., Cleveland, 
Ohio (2 ships). 


1841.... 
Republic Steel Corp., 


Liberian Navigation Corp 
ships). 


(2 


764 


765. 
Skibs A/S Orenor (2 ships) __. 


766 


67 


United Fruit Co., 
Boston 10, Mass.: 
Empresa Hondurena dé Va- 
pores, Puerto Cortez, Hon- 
duras (2 ships). 


80 Federal St., 


835... 
836... 


Source: U. 8. Department of Commerce, Maritime 


Aid, Division of Ship Statistics. 
1 Not available 
2 Name not available. 


New Jersey: | 


Country in 
which buiiding 


| Belgium 


Japan 


France 


Germany 
..do 


do 


United Kingdom 


Netherlands 
France 


Germany 


Germany 
do 
..do 
Norway 


Netherlands____... 


United Kingdom.. 


anes 


United Kingdom_. 


Germany -.._.-- 
iinpoon 


' 
| 
| 


| 
| 


| United Kingdom__| 


j 


Dead- 


weight 


| 
i 
i 
| 


' 
| 
| 


26, 650 | 


26, 650 


27, 000 


26, 650 


26, 650 


26, 650 
36, 250 
36, 600 


18, 300 
18, 300 


88, 650° 


18, 300 
18, 300 
18, 300 
15, 750 
1 


| 17,060 | 





58, 600 | 


| 57, 283 


Speed 
(knots) 


Gross 
tons 


17,000} 16 | 


17, 650 | 


16 


18,000! 16 


17, 060 | 
17, 060 | 


17, 000 
25, 000 


25, 000 | 


12, 500 


12, 500 | 16 


12. 500 | 
12, 500 

12, 700 | 
9. 900 | 
11, 000 | 


| 


6, 650 
20, 000 
6, 650 1244 
6, 650 | 

17,333 | () 


sash. i eet ai 


12% 


44, 000 





22, 000 | 
22, 000 } 


35, 636 


17, 818 
17, 818 
35, 636 | 


17, 818 
17, 818 





3, 000 | 
3, 000 


1444 | 
14% 


Flag for which 
building 


Belgium. 
United Kingdom. 


| France. 


Germany. 
Do. 
Do. 


United Kingdom. 
Netherlands. 
France, 


Unspecified. 


Do, 


Unspecified. 


Honduras. 
Do. 


Administration, Office of Subsidy and Government 
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Seagoing ore carriers of 1,000 gross tons and over, constructed in foreign ship- 
yards for the period Jan. 1, 1947, to Apr. 80, 1953, for the account of United 
States companies and their affiliates and registered under foreign flags 


Parent company, affiliate, and {| Country in which | Year! Dead Gross | Speed | Flag 
name of ship | built built | weight} tons | (knots) ag 


Grand total (5 ships) 


Aluminum Company of America, | 
Inc., 801 Gulf Bldg., Pitts 
burgh, Pa.: | 

Alcoa 8. 8. Co., Inc., 14 
Battery Pl., New York 4, 

Pan-Ore S. 8. Co., 17 . | 18, 000 (10, 932 
Battery Pl, New } | 
York 4, N. Y. (2ships). | 

Pathfinder United Kingdom__| 1950 9,000 | 5, 466 |} 1 

Prospector - . - cee | 1950 9, 000 5, 466 1 


’ 
2 Panama. 
2 Do 


_——— a nm 


Republic Steel Corp., New 

Jersey: | 
Skibs A/S Orenor (2 ships). -.--| 44, 100 | 35, 671 | 

nomnhiitanhnesmmmainheantanmecns 

Enduro sousbad United Kingdom.._| | 21,700 | 17,818 | 144 

Bomi Hills__. : ee 22, 400 | 17, 853 | 14% 


Reynolds Metal Co., 3d and 

Grace Sts., Richmond 19, Va.: 

Tropical S. S. Co., Ltd. (care | 

of Reynolds Jamaica | 
Mines, Ltd., Lydfold Post 

Office, St. Ann, Jamaica): | 

Carl Schmedeman........|... .do.............| 195 13, 150 | 10, 839 





15 | Other colonies. 





Source: U. S. Department of Commerce, Maritime Administration, Office of Subsidy and Government 
Aid, Division of Ship Statistics. 
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MERCHANT MARINE ACT 


Seagoing tankers of 1,000 gross tons and over, constructed in foreign shipyards 
for the period Jan. 1, 1947, to Apr. 30, 1953, for the account of United States 


companies and their affiliates and registered under foreign flags 


Parent company, affiliate, and 
name of ship 


Grand total (26 ships 


Gulf Oil Corp., 17 Battery Place, 
New York 4, N. Y 
Afran Transport Co. (2 
ships 


Magwa 
Suhail 


Belgian Gulf Oil Co., 8. A 
Belgian Pride. 


Ludwig, D. K., 600 Fifth Ave. 
New York, N. Y 
Universe Tankships, Inc. (2 
ships). 


Petroking 
Petrokure _. 


Socony-Vaccuum Oil Co., Inc., 
26 Broadway, New York 4, 
N. ¥ 

Standard Vaccuum 
portation Co., Ltd.: 
Stanvac Japan 


Trans- 


Standard Oil Co. of California, 
Bush Street, San Fran- 
», Calif.: 
Nederlandsche Pacific Tank- 
vaart Maats (3 ships). 


Calter Rupat 
Calter Pakanburu 
Calter Bengkalis 


Overseas 
3 ships) 
Caltex Antwerp 
Calter Brussels 
Caltex Liege 


Tankship Corp. 


Tankship (U. K.) 
Ltd. (6 ships). 


Overseas 


Caltex Kenya ‘ 
Caltex Tanganyika 
Caltex Dethi 
Caltex Liverpool 
Calter Calcutta 
Cal.ex Canberra 


Standard Oil Co. of New Jersey, 
30 Rockefeller Plaza, New York 
30, N.Y 

Esso Standard Societé Anon 
Francaise (3 ships) 


Esso Port Jerome 
Esso Roche Maurice 
Esso Le Caroubier 


Imperial Shipping Invest- 
ment Co., Ltd. (2 ships 


Sarondale 
Saronglade 


O/Y Esso A/B 
Esso Finlandia 


Texas Co., The, 135 East 42d 
St., New York 17, N. Y 
The Texas Co. (Norway) 
A/S (2 ships) 


North America 
Brasil 


Source: U. 


Country in which 


built 


Jnited Kingdom 
do 


Belgium 


Japan 
do. 


Japan 


Netherlands 
Belgium 
Netherlands 


Belgium 
1 
do 


do 


United Kingdom 
do 
do 
do 
do 
do 


France 


do 


Netherlands 


United Kingdom... 


do 


Finland 


Sweden 


ment Aid, Division of Ship Statistics 


Year 
built 


1951 


1952 


1949 


1953 
1953 


1950 
1951 
1951 


1952 
1952 
1952 
1952 
1952 


1953 


1947 
1948 
1952 


1952 
1952 


1950 


1952 
1952 


Dead 
weight 


12, 900 


38, 000 
38, 000 


17, 200 
17, 375 
16, 500 
83, 700 
12, 300 
12, 300 
2, 300 
17, 250 
12, 300 
17, 250 


7, 900 


2, 700 
2, 760 
2, 500 


40, 000 
20, 000 
20, 000 


1, 085 


40, 300 


24, 300 
16, 000 


Gross 
tons 


15, 746 
15, 813 


9, 240 


1, 984 
1, 983 
1, 984 


34, 604 


11, 868 
11, 868 
10, 868 


57, 660 
8, 523 
8, 523 
8, 527 

11, 814 


8 


O44 


11, 746 


6, 264 
1, 969 
1, 970 
2, 325 


26, 643 


13, 321 


15, 925 
10, 546 


S. Department of Commerce, Maritime Administration, Office 


Flag 


| Liberia. 


Do. 


Belgium 


Liberia. 
Do. 


United Kingdom, 


Netherlands. 
Do 
Do. 


Panama. 
Do. 
Do. 


United Kingdom, 
Do. 
Do. 
Do. 
Do. 
Do. 


France. 
Do. 
Do. 


Other colonies. 
Do. 


Finland, 


Norway. 
Do. 


of Subsidy and Govern- 
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Seagoing dry cargo ships’ of 1,000 gross tons and over constructed in foreign 
shipyards for the period Jan. 1, 1947, to Apr. 30, 1953, for the account of United 
States companies and their affiliates and registered under foreign flags 


To 
Parent company, affiliate, and | Country in which | Year| Dead | Gross | Sneed Flag 
name of ship | built built | weight | tons | (knots) . 


Grand total (3 ships) 15, 047 | 14, 266 
United Fruit Co., 80 Federal St., | 
Boston 10, Mass.: | | 
Empresa Hondurena de Va- =) = 7. 760 
pores Puerto Cortez, Hon- | 
duras (2 ships). | | 
Leon | Germany : 1952 3, 765 1414, Honduras. 
Lempa._ .- J do 1952 3, 2, 765 lake Do. 
Elders & Fyffes, Ltd., 15 
Stratton St., Piccadilly, 
London, W,. L.: | 


Go'fito. . —* United Kingdon 1949 7, 287 , 736 17% United Kingdom. 


1 Excludes ore carriers. 


Mr. Tottzrson. Those are for nonsubsidized operators who are free 
to get their ships where they can. 

Mr. Murray. That is right, and there is a considerable differential, 
as you well know and on that basis those companies feel justified in 
going abroad. 

Mr. Totxerson. So were it not for our ship construction subsidy 
program, perhaps all our ships would be built ee is that not true? 

Mr. Murray. If it were not for the subsidy program and the 
statute affecting the operating subsidy, I would think that would be 
certainly true. 

Mr. Totterson. So that if it were not for that subsidy program, the 
bulk, if not all, the construction would be abroad and we wouldn’t 
even have any shipyards. 

Mr. Murray. That is right. 

Mr. Totierson. In reading your statement you say that your ap- 
proach is first to minimize the Government financing, and secondly, to 
maximize private initiative and use of private funds and use of busi- 
ness organizations in modernizing and strengthening our Nation’s 
merchant marine. You are not talking about the subsidy, are you, 
when you say that? You are just talking about financing itself. 

Mr. Murray. Yes, that is right. Now, taking the construction sub- 
sidy, we have two alternatives which is building under section 502 and 
built with Government funds entirely and we do all the work on the 
inspecting of the various phases of the construction. Then the oper- 
ators pay 25 percent down and then over a period of 20 years they 
pay off their own ports the unsubsidized part o7 the cost of the ship. 

It seems to us that section 504, if we can make it operative, offers 
a much better setup both from the Government’s standpoint and from 
the standpoint of the private operators. We ought to get this indus- 
try in shape where our lending institutions are anxious to lend money 
to this great industry which they are not now, for a number of rea- 
sons, and if we can arrive at a situation under section 504 where we 
restrict the Government’s interest to only the differential in cost be- 
tween what it costs here and in a foreign shipyard and terminate our 
activities there and say to the ship operator “The rest of the job is 
yours,” it seems to us that is the way it ought to be. They ought to 
work out their own financing on their own terms with their own banks 
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and insurance companies for whatever number of years they can, 
depending on their own credit. 

Mr. Totterson. So that the Government would be relieved of a lot 
of administrative burdens and conceivably it would save some admin- 
istrative costs, 

Mr. Murray. We could save quite a bit in administrative cost. We 
could reduce a staff which is large because of the necessary adminis- 
trative work that is done. We keep our hands on the ship from the 
time we think about it until it is 20 years old. 

Mr. Touuerson. Is there any thinking in your Department or, to 
put it more broadly, in the Department of Commerce, that there is a 
possibility of the subsidy program being done away with eventually ¢ 

Mr. Murray. Well, Mr. Tollefson, I have not heard anyone, either 
in our Department or elsewhere, who does not feel that if we are to 
have an American merchant marine it must be subsidized, certainly 
as far as the feasibility of it is concerned, and that is a long way. 

Mr. Totierson. Your statement is intended then simply to express 
the hope and perhaps the purpose that the subsidy program can be 
made to operate much more eficiently and it is not designed to cut 
away at the subsidy program with a view to some day eliminating it? 

Mr. Murray. No. If we had parity in costs between our shipyards 
and the foreign shipyards, we would have no need for a subsidy and 
you could tell a shipowner to build his > You could restrict him 
to build it in American shipyards, but there would be no need for 
the Government to take part in the financing. 

Since there is a considerable differential, which we need to pay, 
it seems to us it is proper for us to pay the differential and get out of 
the business. 

Mr. To.ierson. You are convinced that it is in the interest of 
national defense very definitely to have a strong merchant marine? 

Mr. Murray. Yes, sir. 

Mr. Totterson. To have shipbuilding facilities in this cou 

Mr. Murray. That is correct, and, as I mentioned earlier, we have 
since late January concerned ourselves a great deal with the situation 
of the shipyards about a year from now, and it is obvious that at that 
time our mariner program will have been completely through. The 

srivate construction of tankers will have terminated almost entirely, 
natn at that day now, and therefore we have a problem of decid- 
ing what must be done so far as the shipyards are concerned. 

In our effort to balance the budget and to hang on to all the pennies, 
we felt it was necessary to take a short period of time to make sure 
that whatever activity we engaged in would give the greatest possible 
amount of benefits to the shipyards, So we have taken about 4 months 
to check into where we are, where we think we need to go, and we are 
now pretty well convinced that our best interest—we are convinced 
that our best interest and those of the shipyards possibly will be served 
in the building of tankers. 

We have had two meetings this week. We had a meeting Monday 
morning with representatives of the shipyards and Monday afternoon 
with representatives of the tankers, tank operators, to discuss with 
them ways and means that we might build tankers with the greatest 
possible participation of the operators in the financing. e can 
always go back to the subsidy provision under the long-range ship- 
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building. We were anxious to discover whether there were other 
means available to us to encourage the private operators themselves 
to do a major part of this job. We had about 35 representatives, I 
would say, representing people owning 90 to 95 percent of the tankers 
under our flag, and we thins six of the people to work with the Mari- 
time to explain ways and means to bring about the greatest possible 
participation in a maritime ae, 

Mr. Totierson. That is all. Thank vou. 

Mr. Weicuen. The tanker program was never subsidized. 

Mr. Murray. The construction of tankers may be subsidized under 
the long-range bill, and the Maritime Board has applications before 
it now. 

Mr. Weicue.. But up to now they have not been subsidized ? 

Mr. Murray. There has not been a case of a construction subsidy 
for the building of tankers, but it may be done, and there is an applica- 
tion before the Board now. 

Mr. Weicuet. Mr. Hart? 

Mr. Harr. Do the statements which you have made this morning, 
Mr. Murray, embrace completely all the present departmental plans 
for maximizing private initiative and the use of private funds in the 
shipping industry, or are there other plans not yet congealed that 
might be of interest to the committee ? 

Mr. Murray. You know better than I that this is a very involved 
activity that we are in. 

Mr. Hart. I appreciate that, and I know you haven’t been at it too 
long. 

Mr. Murray. The part that we have been able to finalize in our own 
thinking is this part which we brought to you today. My staff, as 
well as this industry committee, is checking into every phase of the 
Merchant Marine Act. We are exploring every facet of the act to 
examine whether there are better ways for the Government to insure 
that we have a proper size American merchant marine. 

In line with that we are trying to decide (1) what should be the 
size and composition of it; that is important; (2) where are we so 
far as the shipyards are concerned ; what merchant marine should we 
keep ae to have a proper size shipbuilding industry; and then 
(3) what can we do to make sure that we have a strong, privately 
operated merchant marine with the smallest amount of Government 
participation necessary to accomplish that aim. 

Now, that is what we are working on, and we have been on it for 
about 3 months and will be on it for another 2 or 3 months, and if we 
need changes in the act we will then come to Congress for the purpose 
of getting or suggesting needed amendments. We want to work with 
the industry. We want very much to get their slant on the situation 
as it exists today. 

Our days of lush eargoes may soon be over and, as you know, the 
cargoes have been very lush over the last year and they may terminate 
at some point in the near future and we need to be prepared for that. 

We are facing block obsolescence of our fleet. It is getting old 
and we have a problem to handle that on some proper basis at a time 
when cargoes may be declining. This represents only the easiest part 
of our thinking. It was the part that we could come up with right 
away and we do need some help on that if we are to encourage 
private financing. The rest of it we will come to you from time to 
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time as we finalize our thinking. I have been in touch with the chair- 
man over a period of several months to keep him in touch with what 
we have been doing and to let him know that at the proper time we 
may want to come back to you with other suggestions. 

Mr. Harr. Have any of the industry representatives shown less 
optimism than you have expressed this morning about the possibility 
of getting sufficient credit from the banks and insurance companies 
with respect to improvement of our merchant marine, the augmen- 
tation thereof ? 

Mr. Murray. I haven’t found any pessimism. We have got some 
matters we have got to work out. We have this matter of insurance 
or mortgage. The banks do not want to be in a spot where if they 
have to foreclose they have got to chase the ship around the world 
and start foreclosure proceedings, and they also do not like the fact 
that the Government will pay them off in debentures. That doesn’t 
fit into their investment portfolio the way they would like it to and 
they want cash and I see no reason why they should not be paid off 
in that way. 

Banks do not want to be involved in long term financing and insur- 
ance companies do not want to be involved in short term financing, 
anc I think we have a possibility where the banks do the short term 
financing and the insurance companies will pick up maybe the last 15 
years, SoI think we have a chance. 

Mr. Harr. Thank you very much. 

Mr. Wetcue.. Mr. Allen? 

Mr. Auten. Mr. Murray, do you have any tentative date by which 
the policy by the Government will be announced ? 

Mr. Murray. Yes, sir; I am hoping that by the end of summer we 
will know where we want to go on the subject. 

Mr. Autien. I am curious to know whether the information con- 
tained in these hearings is of any use or assistance to you, having 
particularly in mind that I have listened to some of the questions 
dealing with objections on the efficiency of the past operations which 
have been somewhat indicated by the members of the committee. 

Mr. Murray. The hearings are of great help because they indicate 
the varied points of view w ith which each person views the shipping 
problem. We go over the testimony of the hearings very carefully. 
We have this diverse group of the ocean shipping panel which is work- 
ing on this. As you know, each of those men, I might say, has a 
different point of view and when we got them together I pointed out 
that we had three possibilities of tackling this ‘situation, so far as 
the industry was concerned. 

We could lock our staff in a room and talk to no one and come 
up with some answers. 

Or we could get each of the people and get their point of view and 
try to adjust it, and Congress doesn’t pay me enough money to get 
involved in that kind of a situation. 

And the third one was to put them in a room and lock the door 
and hope that they would come up with some answers .that would 
reflect the feeling of the industry as a whole, that they would be able 
to compose their own individual differences and to come up with some 
basic fundamentals on which those people who are so much interested 
in the continuation of a privately owned merchant marine would be 
able to agree on and give us some guidance. 
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Mr. Auten. I was rather interested in your comment that the size 
and composition of the necessary mere hant marine was being studied. 
1 was wondering if you could give us a little more of an indication 
as to the procedure that was being followed and the ultimate, pri- 
mary objective. 

For example, it seemed to me in just looking at one of the new 
mariners that it was somewhat obvious that the requirements of na- 
tional defense have been built into that ship to the extent that it was 
far more ship than any private operator would be likely to plan. I 
took it from that that the primary consideration for that type of 
ship was probably national defense. 

I am curious as to whether the assistance the Government is going 
to give under the new policy is going to be primarily to keep “alive 
and in competition a private industry, or is it to have available the 
ships which are primarily required by national defense, or is there 
going to be some compromise of the two views ¢ 

Mr. Murray. I think our basic thought on this is to perpetuate a 
privately operated fleet. We feel we can do that and at the same 
time take care of essential defense requirements. That may be a 
different approach, but at least that is the approach of the Depart- 
ment at this time. 

For example, in this session which we had the other day with the 
tanker operators, we have told them that we would like to leave the 
decision of the tankers to the individual companies, provided certain 
broad specifications which we provided were followed having to do 
with the speed, tonnage, and so forth, but leaving the design of the 
ships to the private operators. I think we can do that and still have 
tanker capacity for defense should we need it on that basis, and we 
want to try to go down that road. 

Mr. AuLEN. I have come to the partial conclusion, particularly with 
reference to the mariners, that the method of fixing the subsidy dif- 
ferential left out of consideration the maintenance and operating 
expenses of putting those very fine ships through the water which 
were not expenses that would ordinarily be borne by a private opera- 
tor in the operation of a ship he would design and, on the other hand, 
were not expenses that we were considering at all in our subsidy pro- 
gram. Was that under consideration ? 

Mr. Murray. So far as the Mariners are concerned, they are at a 
high state of completion, as you know, so there is no basis for turning 
back on the Mariners. It is true that it is thought that they are very 
expensive to operate. There is a difference of opinion among the 
operators themselves, depending on the kind of trade they are in as to 
the feasibility of the Mariners. There have been several operators 
who have expressed a desire for a possible purchase. They are the 
ones who are in the trade over the longer distance where the speed 
of the Mariners is important to them, and in all possibility I feel we 
will find some of the operators who will want to purchase the Mari- 
ners. They are expensive to operate, there is no question. 

Mr. Auten. I am curious to know whether you can give us any indi- 
cation of the type of incentives that have been offered, other than the 
incentives that are presently written into law, in order to get private 
operators interested. 

Mr. Morray. Well, we have been talking to the operators. I 
cannot tell you anything very definite at this point because that is 
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what we just got this group together on Monday for. We have been 
thinking, obviously, of tax incentives. We have been thinking of the 
possibility of having him trade in their old T-2 tankers for the purpose 
of letting us put that in the reserve fleet and having them, in turn, 
replaced with comparable capacity by a new ship. I don’t know 
whether that is going to be any good or not. We do think we will have 
an answer on this in 2 or 3 weeks. We still have the long-range bill 
which will make it possible for us to use the construction subsidy road 
if we have to. 

As 1 told them, we would like to do it cheaper than that if we 
can and that is what we are trying to see whether we can do. We 
would rather have them spend their money than have us spend our 
money. 

Mr. Aten. Is there any study or indication as to whether the 
private operators could obtain mortgage money at interest rates that 
they can afford to pay if the provisions which you recommend are 
put into effect ? 

Mr. Morray. I think so. These companies have pretty good eredit. 
In this particular case we are talking about Moore-McCormack and 
Grace and they represent a pretty decent basis of credit in which 
lending institutions would be interested. So we think we have got a 
pretty good chance of having them take over their own portion on 
this and I think they will get their funds. 

Mr. Auten. Thank you very much, Mr. Chairman. 

Mr. Wercnet. You mean that they pay going interest rates? In 
other words, their assets are such that they should pay the same 
interest rate as any other industry? Or they could get financing on 
any lesser rate ? 

Mr. Murray. Oh, no. They would have to pay a going rate. 

Mr. Weicuet. Now they have the benefit of a lesser rate, don’t they, 
with the Government / 

Mr. Murray. They pay the Government at the rate of 314 percent. 

Mr. Weicuex. They haven’t been paying the going rate? 

Mr. Murray. It is hard to tell what the going rate is. I see that 20- 
to-30 year Governments yesterday were yielding 3.61 percent. 

Mr. Weicuex. Mr. Bonner, do you have any questions? 

Mr. Bonner. No. 

Mr. Weicneu. Mr. Boykin? 

Mr. Borxrn. No. 

Mr. Weicueu. Mr. Garmatz? 

Mr. Garmatz. I don’t know whether the question was asked as to 
the number of ships that were built in foreign countries. What com- 

anies are having them built and in which countries are they being 

uilt? 

Mr. Murray. We can furnish that. I think it is only proper to say 
that it doesn’t seem to me that we should attach any disloyalty or un- 
patriotic motives to anyone going into a foreign shipyard. They are 
people not subsidized and you have got at least a 50 percent cost differ- 
ential in building tankers and when you are using your stockholders’ 
money you have got a real obligation to them when you can get it built 
cheaper and get them the best deal. 

There has been shipbuilding done here because I think everyone feels 
strongly we build better ships here in America, and that is an im- 
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ortant consideration to the companies despite the higher costs to 
yuild here. We build better tankers than they build abroad. There 
was a time also when our ways were sufficiently filled that it was neces- 
sary to go abroad if you wanted some the building done. 

Mr. Garmatz. Will you supply that information as to the number 
of ships that were built in foreign countries, what companies are hav- 
ing them built, and in which countries they are being built? 

fr. Murray. Yes. 

(The information referred to appears on p. 253.) 

Mr. Weicuen. Mr. Seely-Brown? 

Mr. Srety-Brown. I would like to return to a question raised by Mr. 
Allen. Do you feel that the Government requirements on specifica- 
tions for ship construction are essentially different than those of the 
private operators? 

Mr. Morray. Well, with the defense features, when they are built 
in, certainly. 

Mr. Seety-Brown. In view of that fact, then do you feel that if 
you adopt a program, and I agree that it is a proper goal, where 
private industry does as much of the financing and construction as 
possible, do you feel that you will get those added items in your fleet ? 

Mr. Murray. The procedure under this case is that those plans are 
submitted to the Department of the Navy for their perusal and if the 
Navy feels that added defense features should be built into those ships, 
we then are required to add that portion to the subsidy which we grant 
to the operator. It does not come out of the operator’s part of the sub- 
sidy. We add to the differential the cost of the defense features. But 
it does change the ship around. It can change the design of the ship. 

Mr. Sreiy-Brown. In other words, the Navy requirements could be 


an effect upon actually or how successful the amount of private con- 
struction or private financing they might get ? 

Mr. Murray. I would think so. If you get into a theoretical situa- 
tion where the requirement for speed would be such, for example, that 
the cost of it would be pee for the proper operator, he would 


not want to face that. He certainly would take a dim view of any con- 
struction activity. The mariners, for example—the profile of the 
mariner—is not the ship that it might be or might have been had it 
not been for the Government activities. We pay 100 percent of the 
defense features. 

Mr. Weicue.. With reference to the questions that are being asked 
at this point in regard to subsidy, first, construction subsidy and, 
second, operating subsidy, is there thinking that there is justification 
for either one of the subsidies outside of national security ? 

Mr. Morray. I would think that it is of vital importance to the 
economy of the country to maintain an American merchant marine, 
completely aside from the defense aspects. I do not believe that we 
would want to be completely at the mercy of other nations for the 
transporting of our goods overseas subject to the whims of operators 
outside of America. I think it is a very strong justification for a 
merchant marine, completely aside from the defense activities. 

Mr. Weicner. It seems that the American exporter and the Ameri- 
can importer, at least in the past, doesn’t have any particular affection 
for an American-flag fleet for transportation. They import and ex- 
port by whatever is most satisfactory to them as to rates or cus- 
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tomers. No one seems to do anything for an American-flag fleet with 
reference to peacetime transportation, not even the Federal Govern- 
ment. For instance, the Mutual Security or the Marshall plan aid 
did not even use the American fleet. We had to pass a law to require 
them to carry 50 percent in the American fleet and yet, even after we 
passed the law, they didn’t use the American fleet anyhow. What is 
the justification ¢ 

Mr. Murray. We feel strongly that there is ample justification from 
the national-defense point of view for a strong merchant marine. 
We feel it is unfortunate that more of our goods do not go on our 
own bottoms. If someone gets too whimsical about their policies, 
a good strong fleet here is a good strong guaranty. 

Mr. Weicuer. How much that justification is and how much you 
should pay for it is part of this subsidy question. 

Mr. Murray. Yes, sir; and under what basis. 

Mr. Serety-Brown. I would like to ask this additional question; 
if, in the interest of national defense, you or the Navy determines 
that a high-speed engine is necessary in a ship, then will the Govern- 
ment help finance the installation of that high-speed equipment for 
the powerplant? Obviously a high-speed engine is going to cost more 
to operate over a period of time. How much does the Government 
subsidize the actual additional cost of operation of that engine? 

Mr. Morray. I have brought with me today Mr. Francis Greene, 
General Counsel of the Maritime Administration, to advise me on 
certain of these matters. 

Mr. Greene tells me that up to this point we have not financed the 
additional operating costs due to defense features. 

Mr. Sre.y-Brown. But there is, in your opinion, a definite addi- 
tional cost involved in the operation because of that? 

Mr. Murray. There is no question about that, and that is one of 
the things that is going to be one of the determining factors, whether 
people will want to buy our Mariners because they are expensive to 
operate. 

In certain types of trade the high speed is worth that expense. You 
also arrive at a point where you do not need as many Mariner ships 
in your fleet as the number you would need if they were slower, because 
they get you back and forth faster. But the companies feel that they 

can make up for the added costs due to the speed, and they will be the 
ones who will be buying the ships, and those who feel that the speed 
does not justify the additional cost will have no interest in the 
Mariners at all. 

Mr. Wetcuev. Mr. Shelley? 

Mr. Suetiey. No questions at this point. 

Mr. Wetcuev. Mr. Robeson? 

Mr. Ropeson. I was interested in what you said about the tankers. 
When the Military Sea Transportation Service people gave some testi- 
mony here, we inquired as to the number and availability of ships of 
certain requirements to meet their needs in case of an expanding 
emergency and it was indicated, so I think, that there would be a lack 
of the type of ships that they would require. Then it seemed like we 
should be doing something about planning and providing and ar- 
ranging that we have some ‘of these ships, to have prototype ships and 
at least have plans and specifications available to build such ships. 
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I wondered if your people were looking into that phase of the 
problem. 

Mr. Murray. Oh, yes, sir. We have been working with the Navy 
on this problem. We do feel that we can keep these ships in the hands 
of the private operators, provided they meet certain broad specifica- 
tions but have been designed according to the need of a particular 
company. We do much better that way ; than if we build a prototype. 
Different companies have different needs. Even if they have the same 
needs, they design their slips slightly differently and that shouldn't 
make any difference to us provided they have the capacity and the 
speed we require. They prefer to build according to their own desires. 

I have heard a great amount of dissatisfaction in the industry itself 
over the fact that companies that need to replace their dry cargo ships 
have no alternative at the moment except the Mariners for their new 
ships and they would have preferred, and I would certainly have 
preferred to have seen them build ships according to their own speci- 
fications, to give us the tonnage and the speeds we need. That is a 
difference in philosophy, but it 1s an important one. 

Mr. Rogerson. I agree with you on that. What concerned me was 
that we could have built a different type of ship than the Liberty 
ship, and faster and probably at less cost if we had designed it and 
prepared and arranged to build ahead of time. 

Now, then, I thought it was a crime to transport our boys in the kind 
of ships we tr ansported them in where they were sunk because they 
did not have the speed. So I thought maybe your Department and 
the Military Sea Transportation Service and the Defense Depart- 
ment would be working on that so that we could work out the type 
of ship that would be satisfactory for private operators and would 
also be available under those circumstances. 

Mr. Murray. We are working and we do have prototype plans from 
the Troop Transport Carrying Section. 

We added three great new ships to the fleet since the war, the 
United States, the Independence, and the Constitution. Nobody 
seems to know who owns them at this moment, but at least we have 
three ships. 

Mr. Roseson. That is all. 

Mr. Weicuet. Mr. Sheehan ? 

Mr. SHEEHAN. No questions. 

Mr. Wetcnev. Mr. Mumma? 

Mr. Mumma. No questions. 

Mr. Weicnex. Mr. Van Pelt? 

Mr. Van Per. No questions. 

Mr. Wercuet. Mr. Norblad? Mr.Osmers? Mr. Wainwright? Mr. 
Clardy? Mr. Ray? 

Mr. Ray. No questions. 

Mr. Weicnue.. Mr. Mailliard? Mr. Dorn? Mr. Keogh? 

Mr. Krocu. No questions. 

Mr. Weicueu. Mr. Delaney? Mr. Dies? Mrs, Sullivan? Mr. 
Thompson? Mr. Magnuson ? 

Mr. Maenvson. No questions. 

Mr. Wercuet. Mr. O'Neill? Mr. Campbell ? 

Mr. Camprety. No questions. 

Mr. Wercnev. Mr. Under Secretary, as the law now stands with 
reference to money appropriated, what is specified and paid for as 
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national defense features on a ship as approved or suggested by the 
armed services, is that amount payable out of merchant marine ap- 
propriations, or is that payable from armed services ? 

Mr. Murray. Merchant marine appropriations. 

Mr. Weicuet. Well, that makes a bad picture so far as the citizen 
is concerned, when he sees appropriations for Maritime which runs 
into so many hundreds of millions of dollars and possibly one-third 
of that is attributable solely to national defense; isn’t that true? 

Mr. Murray. That is right. 

Mr. Weicnev. Wouldn’t it be desirable that some working arrange- 
ment be made with national defense that such items be taken out of 
their budget so that you do not have to ask for something that is 
not attributable to merchant marine appropriations. 

Mr. Murray. I would think if the Congress desired to change the 
act on that basis, we would have no objection to it. I think adminis- 
tratively we are forced to take it from the maritime funds. 

Mr. Weicuet. The same way with reference to when you go in 
and ask for appropriations for a subsidy for ship construction, the 
subsidy is probably not more than one-half of the sum asked and when 
you ask for $200 million, the effect is that your subsidy is $100 million 
and the other $100 million is repayable by the operator on his mort- 
gage. Now the Members of Congress and the public see $200 million 
for ship construction, and the fact is that it is only $100 ‘million. 

Mr. Murray. That is one reason we are trying so hard to build 
under section 504 because that gets you down to the bare figure which 
you need to pay, the subsidy. If you are going in for $100 million 
under section 502, we could go in for $40 million under section 504, 
which is the only part we are talking about. It is desirable from 
a number of standpoints and for a alien of reasons. It is a business 
we ought to get out of. It would be reflected in the budget, and it 
would be good for the industry to be privately financed. So we have 
nothing to lose. 

Mr.Weicuet. With reference to those two items and many others 
that are the result of trial and error experience under the Merchant 
Marine Act, it would seem that the Secretary of Commerce should be 
able to put in legislative language amendments at least to make the 
two changes as to allowances for national defense features and as to 
the net construction subsidy, so at least the public will not get a wrong 
picture when they read in the press so many hundreds of millions of 
dollars paid for subsidies, when that is not the fact really. It seems 
to me that should be worked out with the other departments of the 
executive branch of the Government and that there ought to be some 
suggestive legislation from you people as to how that policy or that 
picture can be put fairly to the public. 

As to weaknesses of administration, it would seem you could 
straighten out without legislation. In other words, administration 
is people, men acting under your direction. You don’t need legisla- 
tion to make them do what you want to do for good administration, 
do you? 

Mr. Murray. I hope not. 

Administratively we could finance under section 504 now. We have 
the right to do it. However, the lending people want a few addi- 
tional guaranties which I think are proper and for that we need 
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help from you and I would be happy to have our counsel work with 
your counsel to arrive at what we need if you would desire it. 

Mr. WEICHEL. I thought you might know what you might need 
and suggest it in bill form and we might hear the testimony on . 
We will try to correct it if it can be corrected, but the other phase 
am talking about, the simple administration of the existing law Sa 
how it has been administered down there, and the abuses over a period 
of years as shown by various reports to Congress with reference to 
the building of ships, the operation of ships, insurance, and other 
matters that happened over a period before and during the war. And 
they seem to be carrying cn those same practices to some degree today. 
That is what I was referring to, solely administration problems which 
you could correct. 

Mr. Murray. We have got a big administrative job to do, 

Mr. Wetcuet. But you don’t expect the Congress to do tnat for 
you? 

Mr. Morray. No. 

Mr. Wercuet. With reference to legislation you need to carry on a 
program or that would be helpful to correct the errors of the past we 
will help you. 

Mr. Murray. The help we need now would have to do with giving 
us a better administrative procedure under existing legislation simply 
by amending part of title V. 

Mr. WeicueL. That you will suggest in legislative language after 
you arrive at a policy as to what you need in the way of law, is that 
correct ¢ 

Mr. Murray. That is right, and we would like to suggest what we 
need under section 504 and send that to you within the next few days, 
if that would be desirable. 

Mr. Wetcuet. On the part that you are suggesting that is not just 
become a matter of policy we can give assistance. That is probably 
not controversial. 

Mr. Murray. This is a very simple approach. 

Mr. Weicuet. Those that are simple we are glad to have a sugges- 
tionon. It may be we can get those enacted into law. 

Mr. Murray. We can do that. 

Mr. Auten. I was going to ask you whether it is your intention, as 
you finalize your opinions and policies on individual phases of this 

merchant-marine problem, to send up your recommendations and sug- 
gested drafts for legislation ianmaiiaety | or are you going to hold 
them until the entire policy is developed ? 

Mr. Murray. I think, Mr. Allen, that depends on whether they seem 
to tie in to the overall problem that we have or whether their activities, 
such as section 504, that have no effect on the overall broad picture, 
I think we would send yp to this committee suggested changes that 
did not appear to have some effect on the overall picture. If they 
have some effect on the overall picture, we want to make sure that ail 
the pieces fit together before we come to you with suggested changes. 

Mr. Auten. I had somewhat in mind the bill introduced with 
reference to the Military Sea Transportation Service situation. I 
noticed you did not comment on that, while Admiral Denebrink made 
a very complete discussion, but from that comes a question where the 
private operators do have a very definite opinion, at least some of them 
have very definite opinions, that the military are infringing on the 
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operations of private operators, and is it a part of the duties of the 
Department of Commerce to study that problem from the standpoint 
of the private operators, or do you let that go to the Department of 
Defense and keep everybody happy down the street ? 

Mr. Murray. We have a very definite responsibility in that field 
which we have not hesitated to exercise and which we will continue 
to do. 

As a matter of fact, I have commented on that bill. I have com- 
mented to the extent that on May 5, in a letter to the chairman, I said, 
and this is in the overall report, and I will make it brief: 

Thus, the proposal printed on page 54 of the committee print, to amend section 
901 of the Merchant Marine Act, 1936, so as to require transportation of United 
States Government cargo and passengers in privately owned and/or operated 
vessels, to the extent that they are able to do so at fair and reasonable American 
rates and charges, seems in principle to be highly desirable. 

Mr. Auten. I commented to Admiral Denebrink that one of my 
criticisms of his operation was that he was too efficient in carrying 
out and it might be more economical for the Government as a whole 
if the Military Sea Transportation Service was not running its ships 
as full as it possibly could get them, or in endeavoring to carry as much 
of the Navy business as it was carrying in order that there might be 
both a reserve of space in the Military Sea Transportation Service 
operations for an emergency and an existing private operator would 
be able to carry a great deal more than might otherwise be the case. 

He came back and I think, quite rightly, that that was a matter 
that was settled on a higher level, but as far as I know we have never 
had the higher level that wants to settle the thing in public. 

Mr. Murray. I think it has been settled at a higher level and we 
have a responsibility and we had fine cooperation from the Navy in 
the 4 months that I have been down here. I have been in close touch 
with Mr. Thomas, the Under Secretary of the Navy, and I think there 

s feeling that so long as there is private operating shipping available 
at fair and reasonable rates , that our goods must move that way, and 
I believe that has been the case in the last 4 months, anyway. You 
always run into borderline cases where you might use 1 more or 1 less 
ship. 

We broke out of the reserve fleet some 20 odd ships in March and 
April but that was only after the private market had been completely 
canvassed, again there may have been 1 or 2, but you cannot refine 
it down to that point, but I believe the private operators feel they had 
a good go at the market at that time and I believe the ships had to be 
broken out at that time because private ships were not available. 

Mr. Wercuev. With reference to assisting private financing by 
expanding the present statute, will that be an opportunity for people 
who are not subsidized to get help building up their fleets? That 
wouldn’t add anything to the unsubsidized fleet, would it? 

Mr. Murray. We can subsidize ship construction for either sub- 
sidized or unsubsidized operators. 

Mr. Weicne.. With reference to the subsidized, is it.a matter of 
thinking or policy that by amending the act and definitely saying to 
the subsidized lines, that they must finance their own part, that the 
Government is no longer going to finance them? 

Mr. Murray. I don’t think we need legislation for that. I think 
that can be worked out administratively. 
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Mr. Weicuet. You think that can be worked out administratively ? 

Mr. Morray. Oh, surely. 

Mr. Weicuet. With reference to the other matter of charging 
national defense items to Navy rather than to the Maritime budget, 

can that be handled administratively or should there be legislation 
for that, that you would suggest ? 

Mr. Murray. Mr. Greene tells me that he would like to check to be 
sure. 

Mr. Weicuex. That is on the national defense, and after you have 
checked you will supply that? 

Mr. Murray. Yes. 

Mr. Weicnet. Now with reference to reducing appropriations for 
construction subsidy to the amount that you contribute, can that be 
done. administratively or do you need legislation for that? With 
reference to the construction subsidy you probably do. 

Mr. Murray. That is no problem to us, provided we can find the 
people who will lend us some money. 

Mr. Weicue., That is administrative ? 

Mr. Murray. That is right. 

Mr. Wericuet. With reference to the operating subsidy, as far as 
the public and the press and the Congress are concerned, when you 
ask for operating subsidy, there isn’t any indication in any way that 
you may get one-half of it back or that you will get all of it back if 
they make enough money. Is there any way of caring for that ad- 
ministratively, or do you need some legislation with reference to that 
part ¢ 
Mr. Murray. I don’t know whether even legislation would do that, 
Mr. Chairman. The amounts would come due at some future year and 
would not be applied against the earnings for this particular year. 
Plus the fact that, as you know, those funds do not come back to our 
department. 

Mr. Weicue.. They do not come back? 

Mr. Murray. No. They go directly to the Treasury. 

Mr. Weicne.. That is the same thing as on the national defense 
item, that maritime appropriations are chi arged more than they actu- 
ally use, and they must ask for more than “they actually spend be- 
cause of the present situation in the law. They must ask for more 
than they actually spend, and they do not get any credit when it 
comes back. 

Mr. Murray. These companies also pay taxes, and that also comes 
back to the Government, as you well know. 

Mr. Weicuew. Yes, of course. 

Mr. Murray. Well, the point is if they did not have the subsidies, 
they wouldn’t operate and wouldn’t pay any taxes. 

Mr. Weicuet. I mean with reference to what your agency does in 
asking for appropriations, I mean that you must ask for more than 
actually should be chargeable to the Maritime Administration. 

Mr. Murray. Yes, sir. The net is much lower than what we ask 
for. 

Mr. Wercuet. Isn't there some way of correcting that by legis- 
lation ? 
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Mr. Murray. I suppose the answer to that is yes, the time-honored 
basis on which the Government has worked has been that any funds 
coming back from any field of activity goes directly to the Treasury. 

For example, Washington National Airport is a paying proposi- 
tion, but we have to put in our budget each year the cost of operating. 
In turn, it makes money and the funds that are made go to the Treas- 
ury. So that, although it is a self-supporting activity, it never ap- 
pears to be so because of the basis on which payments are mi ide to the 
Treasury directly. It isn’t this one item but the whole pattern of 
Government payments are not ever reflected in the request. 

Mr. Wercusi. Does any other department get any more criticism 
in the subsidy? You might cut down the amount of criticism one- 
half. 

Mr. Murray. That could be done. That covers a multitude of sins. 

Mr. Wercnen. Just the amount of construction subsidy, for ex- 
ample. You get one-half of that back. You only spend one-half of it. 

Mr. Murray. We do not get it back. The Treasury gets it back. 

Mr. Weicuet. It is chargeable to you. 

Mr, Seeity-Brown. Isn’t it true that the Reorganization Act clari- 
fied the situation as regards airmail subsidies, and it occurred to me 
through the operation of the Reorganization Act, maybe some of these 
answers may be cleared up. 

Mr. Murray. We will check up on that. 

Mr. Weicuer. Are there any other questions? Do you have any 
questions, Mr. Keogh ? 

Mr. Keoou. I have no questions to ask, Mr. Chairman. 

Mr. Weicnuet. Mr. Bonner. 

Mr. Bonner. I regret that I was detained elsewhere and did not 
hear your very fine testimony. 

Mr. Weicuev. Mr. Shelley? 

Mr. SHeitiey. No questions. 

Mr. Wercuev. If there are no other questions, we will excuse the 
Under Secretary, and we thank you for the presentation of the situ- 
ation and your views as you see them at this time with reference to 
legislation and administration. 

Mr. Murray. Thank you, Mr. Chairman, and thank you, gentle- 
men. 

Mr. Wercuev. Is Mr. Kelly here? 

Mr. Ketuy. Yes, sir. 

Mr. Weicue.. You were on the witness stand the other day when 
we adjourned and all of the members have not had the opportunity 
to ask you some questions. 

Is there anyone who wants to question Mr. Kelly with reference to 
his statement on any matter on which he testified ? 


Mr. AtueEN. Yes, sir. 
STATEMENT OF H. X. KELLY, PRESIDENT, DELTA LINE 


Mr. Auuen. Mr. Kelly, as you testified, I thought your statement 
gave a very fine explanation of the trade-route concept and how it 
had been of particular assistance in the development of the operations 
of the Delta Line, and I think you went so far as to say that without 
the principle being embodied in the law, that your company would 
not have grown to where it was or to its present status. 
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I am wondering whether the conditions vary at times in different 
parts of the wor ld and with relation to other operations to the extent 
that a concept which was peculiarly adapted to the development of 
the trade route might not be equally adapted to the development 
of trades in other parts of the world. 

Mr. Ketry. I just presented the idea of these two trade routes 
which are assigned to our particular company which are essential, but 
I think, in answer to your question, it is perfectly true, the 1936 act 
has been of great help in developing all of the essential lines. 

Mr. Auien. Are the routes in other parts of the world as definitely 
terminated in ports as your trade is? In other words, you mentioned 
a feeder system that made it possible for smaller ships to concentrate 
the cargoes that your larger ships would carry. Would it be true in 
other parts of the world ‘that ships would call at a variety of ports 
rather than sending feeders out, or variations of that kind ? 

Mr. Ketty. These feeders we operate are only in the West African 
trade. They would not be adaptable to the east coast of South Amer- 
ica trade. I would say in most parts of the world a service like that 
would not be necessary to make the small ports. Generally, ocean 
liners would be able to carry on the main trades at the main ports. 

Mr. Auten. If ships were limited to certain ports, that would 
prohibit them from going into a variety of ports in which they might 
get cargo. 

For example, what little I saw of the Mediterranean traffic around 
the area of Greece, a ship could go into a port possibly once or twice 
a year and get the cargo that was available at that time, but the only 
ship that could go in was one that was running without subsidy and 
without a contrac t to manitain a fixed service. 

Are there areas where American shipping, because of its contractual 
obligations under subsidy contracts, are passing up cargo that they 
might haul, because of these limitations? 

Mr. Ketxy. That is a very broad question. 

Mr. Aten. It is intended to be. 

Mr. Ketiy. I would say yes, certainly there are certain areas that 
I would think are not being served by subsidized lines. That might 
not be true so much from North Atlantic ports as it might from 
Gulf ports or Pacific ports. It js generally recognized that there is 
more service me North Atlantic ports than from other areas. 

Mr. Auten. I don’t know enough about the situation to question 
you thoroughly on it but if you would like to volunteer any further 
statement for the enlightenment of the committee, or partic ul: rly for 
an area in which there might be a change of the 1936 act, I would 
certainly appreciate it. 

Mr. Ketty. I think possibly that would be a more suitable ques- 
tion for the North Atlantic representative who is to appear here on 
the trade-route concept. 

Mr. Auten. Thank you. 

Mr. Weicuev. Are there any other questions? 

Mr. Bonner. Mr. Kelly, 1 was greatly impressed with your state- 
ment. What criticism do you have of the 1936 act, and particularly 
I ask that you give some reply to the construction subsidy on the re- 
placement of the fleet. Do you have views on any changes that might 
be beneficial to the act with respect to reconstruction subsidy ¢ 
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Mr. Ketry. I believe that at the present time, and I am talking 
specifically on construction and construction subsidy, there is a limit 
to the amount of construction subsidy that might be awarded. Of 
course the subsidy goes to the shipyard and not to the operator. It is 
the shipyard that benefits from that construction subsidy. Otherwise, 
more ships would be built in foreign shipyards. I think that while 
there is no replacement program at all for freighters at the present 
time, except for the 35 mariners which are authorized and under con- 
struction, that any freighters which are built for future use should 
take into consideration that eventually they may be required for 
military purposes. 

Now, just to give an illustration, during the last war our freight- 
ers were eventually armed. They had guns fore and aft. In con- 
structing a freighter, if you are going to have gunmounts and put 
guns on them later, it will require heavier plating than just for 
ordinary commercial purposes. Certainly I think that freighters 
that are to be constructed should take into consideration that they 
may be required for military purposes and some features like that. 
There are many of them, but another thing is that in the last war a 
great many steamers went to Murmansk. It is possible that ships 
may be required for Murmansk again. The bows of those ships require 
heavier plating in order to go through the heavy ice. In the con- 
struction subsidy, that should be taken into consideration. 

So far as passenger ships go, I do not see any possibility that any 
passenger ships that should be constructed should be constructed with 
the idea that they may be used for transportation or hospital ships, 
and I believe that all the ships that have been constructed since 1944 
that are used for passenger service have been constructed in coopera- 
tion with the Navy and have had Navy approval. Is that what you 
are trying to get at? 

Mr. Bonner. Yes. Do you have any views and ideas on how we 
might so amend the act as to clarify and write out in no uncertain 
language just what the responsibility of the Government might be with 
respect to construction of passenger vessels and freight vessels? How 
these subsidies might be divided, whether the Maritime Board should 
assume the responsibility of the entire subsidy or whether it might 
come from a national defense fund. 

Mr. Key. I think we should assume that the administration of 
the act by the Maritime Board will be fair, not only to the Govern- 
ment but to the operators and to the taxpayer. I think that the Mari- 
time Board should have a free hand to determine construction sub- 
sidy. Conditions vary so much, the increase in the price of materials, 
the increase in the wages of this country compared with foreign _ 
yards, that if you set a definite percentage now, that might not be the 
same percentage now that should be granted 2 or 3 years from now. 
I think they should have a free hand. 

Mr. Suettey. Would you say that the result of the administration 
of the act in regard to construction features today have been fair to 
the industry ¢ 

Mr. Ketxy. Yes, sir; I think so. 

Mr. Bonner. Are there any provisions of the 1936 act that would 
cause your company to hesitate in reconstruction programs in a re- 
placement program ? 

Mr. Ketty. Are there any features in the act at present ? 
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Mr. Bonner. Any features, any provisions of the 1936 act that 
would cause your company to hesitate to go out and contract for 
replacement ¢ 

Mr. Ketty. I believe that under the act at the present time that if 
u line were to appear before the Federal Maritime Board for a con- 
struction subsidy, the construction subsidy that would probably be 
granted at the present time is probably 3314 percent. I do not con- 
sider that sufficient and in my previous statement I think that they, 
under the law, should have a free hand, depending on world conditions 
at the time you determine the subsidy. 

Mr. Bonner. Just how could the question of whether or not that 
3314 percent is sufficient be developed and clarified and shown defi- 
nitely that it is insufficient? 

Mr. Ketry. At the present time there is an organization known as 
United States Salvage and they have had representatives in foreign 
shipyards determining the construction costs in foreign shipyards. I 
think that they are a competent organization. So far as I know, their 
final report has not been published. I think that organizations of 
that kind, with competent representatives making investigations 
abroad, that their recommendations not necessarily should be final 
but should be followed. 

Mr. Bonner. Has your company had any experience with construc- 
tion in foreign or domestic shipyards of the comparative costs of 
construction ? 

Mr. Keiiy. We have had no experience in construction in foreign 
shipyards. 

Mr. Bonner. Has your company built any ships? 

Mr. Ketty. We have 3 ships in operation on the gulf to the east 
coast of South America, with accommodations for 119 passengers. 
They were built in 1946 and 1947 at the Ingalls Shipbuilding Corp., 
Pascagoula, Miss. 

Mr. Bonner. On the order of your company ? 

Mr. Ketuy. Yes, sir. 

Mr. Bonner. Did you have any comparative figure with respect 
to domestic and foreign cost construction with respect to those vessels ? 

Mr. Ketiy. The cost was determined by the Maritime Commission 
at that time, and my recollection that altogether we have a 44-percent 
construction subsidy. 

Mr. Bonner. But that was arrived at by the Maritime Board? 

Mr. Ketty. Yes, sir. 

Mr. Bonner. Your company did not endeavor itself through any 
agents of your company to find out the comparative costs ¢ 

Mr. Ketry. We had no direct contact with any foreign yard at 
that time. 

Mr. Bonner. That is all. 

Mr. Wetcuet. Could you offer any evidence like the Salvage Co. 
evidence before the Administration as to how much you should get? 
The Administration has authority to grant up to 50 percent now, 
doesn’t it?’ I mentioned that because you said 3314 percent. 

Mr. Ketry. It isin the 1936 act. Not being a legal man, I am under 
the impression that if you applied now that you would get 3314 
percent. 

Mr. Wercuet. Mr. Shelley? 

Mr. Suetiey. Not at this point, Mr. Chairman. 
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Mr. Wercuev. Mr. Keogh? 

Mr. Kerocu. No questions. 

Mr. Weicue.. Are there any questions by anyone else with refer- 
ence to the essential trade route concept / 

Mr. Toutierson. Are you fully satisfied with the essential trade 
route concept, or do you think it should be modified # 

Mr. Keiiy. We are satisfied with the trade concept principle. 

Mr. Torierson. Are you aware of any sentiment elsewhere in the 
industry that the trade concept principle might be modified? 

Mr. Krury. Yes, sir. There is an opinion in the industry, cer- 
tainly. I might add, however, that we are so much concerned with 
meeting foreign competition that we hope there will not be any legis- 
lation that will give the so-called unsubsidized or tramp operators a 
free hand to jump in on the subsidy when business is good and stay 
off the subsidy routes when business is bad. 

Mr. Weicuev. At the present time you are operating under subsidy ? 

Mr. Ketxy. Yes, we are. 

Mr. Weicue. On the subsidized routes, you also operate on sub- 
sidized ships. Do you operate in competition with the subsidized 
ships? 

Mr. Ketry. No. 

Mr. Weicuev. An unsubsidized ship covering the same route and 
taking the same business ? 

Mr. Kettry. No. 

Mr. WeicuHe.. But you are able to do that at the present time, oper- 
ate an unsubsidized ship in competition with subsidized ships over 
the same route? You may do that if you so desire, isn’t that correct ? 

Mr. Keiiy. We wouldn’t want to do that. 

Mr. Weicuet. I say you can do it and there are some companies 
doing it, isn’t that true ? 

Mr. Ketxy. They are not doing it in our trade. They are not doing 
it in the South American and West African trade. 

Mr. Bonner. Is that permitted by the board, that a subsidized com- 
pany can operate an unsubsidized ship on the identical trade route 
that the subsidy is paid on? 

Mr. Weicue.. I have been informed that the subsidized line oper- 
ating on a route can operate an unsubsidized ship on the same route. 

Mr. Bonner. I thought it would be a good place in the record to 
have that confirmed or denied. 

Mr. Weicue.. Maybe someone else from the subsidized lines or from 
the Maritime Board will be able to tell us. 

Mr. Bonner. Is there someone here from the Board ? 

Mr. Weicuet. Is there someone here from the Maritime Board at 
the present time? Is there anyone here from Mr. Gatov’s office? 

Mr. Bonner. Is Mr. Bailey here, of the federation ? 


STATEMENT OF ALEXANDER PURDEN, SECRETARY-TREASURER, 
NATIONAL FEDERATION OF AMERICAN SHIPPING, INC. 


Mr. Purpen. It is my impression that the subsidized lines cannot 
operate an unsubsidized vessel in competition with the subsidized 
vessels on the trade route. 

Mr. Weicuev. Could he operate on another route outside of his 
own against other subsidized lines? 
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Mr. Purven. Not on another subsidized route, Mr. Chairman. 

Mr. Weicnet. He cannot operate an unsubsidized vessel, you say, 
against a subsidized one on his own route but, could he operate an 
unsubsidized vessel on another subsidized route 4 

Mr. Purven. No. 

Mr. SuHeiiey. Do you know or do any of the representatives know 
the answer to this question: Is it or is it not a fact that when an opera- 
tor desires to run a nonsubsidized vessel that he first must make appli- 
cation to the Federal Maritime Board for operating such a vessel and 
set forth the purpose of that trip and ports of call that that vessel 
will make? 

Mr. Purven. Yes, sir. 

Mr. Suestey. And he must await the approval of the Federal 
Maritime Board before he can undertake the voyage ? 

Mr. Purpen. Yes, sir. 

Mr. Suevtey. And if any protest is lodged with the Federal Mari- 
time Board by any other operator or by any interested party, is it the 
practice of the Federal Maritime Board to delay the granting of such 
permission and hold an open public hearing on the applic ation? 

Mr. Purpen. Yes, sir. 

Mr. Suevtey. May I ask Mr.: Kelly one more question ? 

Mr. Weicue.. Yes, sir. 


STATEMENT OF H. X. KELLY—Resumed 


Mr. Suetiey. The Delta Line operates down the east coast of South 
America ? 

Mr. Ketty. Yes, sir. 

Mr. SuHettey. What ports of call generally are included in your 
trade route ? 

Mr. Ketiy. The four main ports are Rio de Janeiro, Santos, 
Buenos Aires, and Montevideo. Then in Uruguay and in Argentina 
we make stops and we make a transfer from Belem on the Amazon 
River, about 7 or 8 of them with fairly regular service. But we all 
make those four ports. 

Mr. Suetiey. Have you an opportunity to pick up cargo when 
your agents in Brazil or Uruguay or Argentina advise you that there 
is a possibility of picking up cargo at other ports in Brazil, from ports 
in the Argentine, for instance at Bahia Blanea which is south of 
Buenos Aires or at some of the other ports in Brazil which have not 
been ports of call for any of your vessels? Do you first have to make 
an application to the Federal Maritime Board to go off your assigned 
trade route to make those calls? 

Mr. Ke.ty. If that cargo was offered from any port in Brazil or 
Argentina for any gulf ports, we would accept the cargo. We would 
not have to come to Washington for permission. 

Mr. SHeittey. You would not have to make the application ? 

Mr. Ketiy. No. At the present time there is a port in the State of 
Parana called Paranagua and that port is developing rapidly. We 
are now offering regular service from that port to the gulf. 

Mr. Suetiey. I have heard over several years, objections from 
some operators to the practice of requiring an application to go just 
maybe 100 or 200 miles off their regular trade route as established 
where they might pick up business which would keep American flag 
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vessels going and the time delay that is involved in having to make 
the application means a loss of your business, usually to a foreign flag 
vessel. I presume that that sort of situation occurs more in the Pacific 
operation and in the Mediterranean operation than in your operation, 
but I was wondering if you had any experience in that type of situa- 
tion or if you had any comment you want to make on it. 

Mr. Ketxy. We have a free hi and in any of these ports when busi- 
ness is offered to go in there and pick it up and we try to encourage 
the development of commerce to and from all of those ports and ‘if 
we knew of a shipper interested in shipping to that port, we would 
certainly be in contact with him to work out his rae. 

Mr. Wercue.. Are there any other questions! 

Mr. Auten. Is that ability to go into these extra ports due to the 
fact that there is a provision in the contract which fixes certain ports 
at which you must call and gives you the option to go in and out 
of others? 

Mr. Kexriy. That is not in the contract. We have the entire area 
there and it is left to our discretion to offer the best service possible. 

Mr. Weicuet. Thank you for your testimony on the essential trade 
route concept. It at least gives us some idea as to how it works with 
reference to individual companies. 

We have heard various phases of the subsidized lines operations and 
there is going to be some testimony with respect to finance and ship 
replacement ‘and also testimony generally in regard to labor bar- 
gaining. In view of all those different witnesses who are expected to 
testify, we will recess until 1:45 this afternoon and then we will take 
Mr. Jimison and Mr. Pennington and someone else. If we are not 
able to go on at 1:45 this afternoon, we will notify the staff. 

(Thereupon, at 12:12 p. m., a recess was taken until 1:45 of the 
same day.) 

AFTERNOON SESSION 


(At the hour of 2:25 p. m. of the same day, the proceedings were 
resumed. ) 

Mr. Wertcue.. Will the meeting please come to order? 

Is Mr. Pennington present? Will he please take the stand ? 

Mr. Suetiey. Before Mr. Pennington proceeds, may I make a re- 
quest of the chairman! I have been informed outside that Mr. Kelly 
and Mr. Purden, to whom I addressed questions this morning, are 
not quite sure whether they gave their answers completely or made the 
record clear as to what they meant, and I suggested that I would re- 
quest of you permission for them to submit to the counsel of the com- 
mittee written answers clearing up any ambiguity which might have 
been left by their oral answers : this morning, if that meets with your 
permission. 

Mr. Weicnet. After Mr. Pennington completes his testimony, they 
may go on the stand and say what they want to say. We will take 
Mr. Pennington’s testimony and then we can take those two men again 
with reference to what the »y want to say. 

You may proceed, Mr. Pennington. I understand your testimony 
is directed to the subsidized lines experience with labor on the Pacific 
coast. 

Mr. Penntneton. That is right. 

Mr. Weicnue.. You may proceed. 
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STATEMENT OF MAITLAND S. PENNINGTON, VICE PRESIDENT, 
PACIFIC TRANSPORT LINES, INC. 


My name is Maitland S. Pennington and I am executive vice presi- 
dent of Pacific Transport Lines, Inc., with headquarters in San Fran- 
cisco. Our company is one of the most recent to sign an operating 
differentia’ contract, our contract becoming effective on January 1 
of this year. All but a few months of my company’s existence have 
been as a nonsubsidized operator. Perhaps what I have to say in this 
testimony will have an element of impartiality in that we have been 
both subsidized and unsubsidized. 

I have been asked to describe briefly the situation on the Pacific 
coast as regards collective bargaining, with particular reference to 
the suggestions which have been made ‘by the American Association of 
Ship Owners witness that the subsidized lines have not resisted the 
demands of the unions in the knowledge that because of the parity 
principle in the 1936 act they may be reimbursed by the Government 
for wage increases. To one who has participated as a nonsubsidized 
operator in the bargaining process over a number of years, and who 
has been closely associated with maritime activities both in California 
and nationally for over 20 years, these suggestions are sheer fantasy 
and certainly don’t warrant the time that is being spent to analyze 
them. 

It must be reemphasized at the outset that there are several prime 
factors which brought about high seafarers’ wages, probably the most 
important of these factors has been the war or near-war conditions 
under which we have lived since 1939. In all fairness, however, it must 
be recognized that the legacy of high wages which the private ship- 
owner has inherited in time of calm after the storm is not one of his 
own choosing. It is only natural that when the pressure subsides, as 
is the case right now, we should be called upon to review and analyze 
the wages paid our seafarers. 

During the last 20 years steamship owners along with the rest of 
the country have been subject to a governmental labor policy which 
has tended to favor the position of ‘labor rather than permit the at- 
tainment of true equity through sound collective bargaining. Con- 
sistent with this overall policy, shipowners have by various acts of 
Government, rather than by collective bargaining, been forced to ac- 
cept wages, hours, and working conditions which have skyrocketed 
seafarers’ wages. 

Let me give several quick, concrete examples of this. Prior to the 
war the basic wages for an AB were $85 per month. By collective bar- 
gaining just prior to our entry in the war an emergency increase of 
$15 was agreed to. During the war $100 was the base wage for an 
able seaman. Immediately following the war in 1945, a $45 per month 
increase in lieu of war risk bonus was folded into the wage structure by 
the War Labor Board. 

The next example came in 1946, only 8 months after the WLB $45 
increase. On threat of a strike, Granville Conway, War Shipping 
Administrator, at the suggestion of Secretary of Labor Schwellen- 
bach and others high in the administration, gave the seafarers a $17.50 
a month increase across the board, and an additional $25 increase for 
nonwatchstanders and an across-the-board reduction in the workweek 
at sea to 48 hours. Naturally the private owners had to follow suit. 
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This gift was a drastic one and left the private shipowners, who at 
that time were just beginning to get their ships back into commercial 
operations after war service “with the Government, with a basic AB 
wage of $172.50 compared with the $85 basic wage they were paying 
when their ships were requisioned. 

(1) The foregoing was probably the most important action any 
administration in the history of this country has taken with reference 
to seafarers’ wages, hours, and working conditions. This is the point 
where the fuse of the skyrocket was touched off. 

The record of the Conciliation and Mediation Service is also worthy 
of mention. Our experience has been that the role of this agency 
has been one of encouraging the parties to end strikes at any cost, 
rather than one of fostering settlements which would result in sound 
labor relations and long-term labor peace. 

I will conclude this part of my discussion with a statement made 
in a recently completed survey of west coast maritime labor made 
for a San France wee industrial trade association known as the Bay 
Area C ouncil, Inc., by the management consultant firm of McKinsey 
& Co. They sum up the situation as follows: 

Despite the number of agreements reached by the parties over the years, the 
changes in wages and working conditions have largely been achieved by Govern- 
ment directive, arbitration award, or independent action outside the contract. 
Collective bargaining has rarely been effective. 

I would amend this statement to read “Collective bargaining has 
rarely had the opportunity to be effective.” 

(2) Collective bargaining in the maritime industry is affected in 
another very important way by governmental action. The MSTS 
has adopted the policy that in the event negotiations between the 
owners and the unions break down and a strike results, all MSTS 
ships and privately owned ships chartered to them are to be kept 
in operation. Furthermore, unions customarily exempt privately 
owned ships carrying military cargoes from any strike called by them. 
Since the majority of these ships carry civilian seamen, a large num- 
ber of jobs—at equal pay—are available to seamen on strike : against 
private operators. During the 63-day 1952 seamen’s strike on the 
west coast, about 75 percent of all the seafarers’ jobs were thereby 
exempt from the tieup. Despite these circumestances resulting in 
inequality of economic force, there have been instances—and the strike 
of 1952 is the classic example—when the shipowners took a strike as 
an alternative to granting a set of union demands believed to be 
excessive, or unjustified. I can’t think of a better example to illustrate 
how the subsidized shipowner, as well as the nonsubsidized, has fought 
against great odds to resist unreasonable seafaring wages, hours, and 
working conditions. 

We believe in the principle of free and unfettered collective bar- 
gaining and in the right of the men to form their own union and name 
their own officers and spokesman without any interference from the 
employer. If this process results in sharp ideological alinements, 
internal struggles for personal power, or jurisdictional fights between 
the unions, it should not be said that the employer groups are respon- 
sible. On the west coast we deal with several seafaring unions, and 
we are often caught in the crossfire between all of them in their com- 
petitive struggle to make the best possible record with their mem- 
bership. 





AMEND 1936 MERCHANT MARINE ACT 


However, within the framework of the complicated union situation 
which we have, we make every effort to be fair and firm. The mem- 
ber companies of Pacific Maritime Association almost without exc ep- 
tion designate leading executives to sit in the lengthy negotiations 
from start to finish, and this is practically a full- time job. Negotia- 
tions begin several weeks before contracts are due to terminate, and 
it is no mean feat to analyze the various demands of the unions and 
agree upon equitable treatment for all. Even after arriving at what 
we consider a fair solution, any one of the several unions can refuse 
to bargain further and call for a strike, forcing the others to hold off 
a settlement even though an agreement has been reached. 

Moreover, some disputes on the Pacific coast have involved juris- 
dictional issues beyond the control of the employers where to agree 
to the demands of one union would be to refuse the demands of another. 
In these circumstances, the employer is in the role of an innocent vic- 
tim until the forces of law afford relief or unless, at his peril, he casts 
his lot with a rival union in the hope that the power of the other union 
to tie up his ships will disappear 

Although there is no secret about. these problems, it seems to me 
important that the Congress should be cognizant of these underlying 
forces which militate against quick solutions in collective bargaining 
with the seafarers. However, we make no excuses for the honest mis- 
takes of judgment which have been made. 

There are many factors which the shipowner must consider as he 
deliberates with his fellow operator whether to grant a union demand 
or to take a strike. These factors are controlling rather than the 
alleged calculation by a subsidized operator that a granted wage in- 
crease will eventually be paid by the Government through subsidy. 

Illustrative of several other important and influential factors not 
heretofore mentioned which necessarily and properly enter the mind 
of an individual shipowner in deciding whether to resist an unreason- 
able wage demand to the point of ti aking a strike are the following: 

(1) Is there an important principle involved which the public and 
my shippers will understand and on which my directors and stock- 
holders will support me? 

(2) Is my position on this issue fair and consistent in respect to 
the stand that the employer group has taken on similar demands by 
other unions? 

(3) Will my competitor by virtue of his operation of ships carrying 
crews which are not affected by the strike be able to continue to operate 
and avoid the serious losses I will suffer ? 

(4) As the owner or operator of passenger vessels am I justified in 
inconveniencing a large number of travelers who may have come long 
distances and at great expense to themselves ? 

(5) Will the shippers and consumers in the isolated or island areas 
I serve and who are almost entirely dependent upon my services rec- 
ognize and sympathize with my position ? 

(6) Where are my ships and how will they be affected as they 
return from present voyages by a strike of 1 week duration, 1 month, 
2 months, 5 months? 

(7) Should I attempt a postponement of a showdown on an issue 
until a time other than in the pes \ of my seasonal trade? 

(8) If I am an industrial carrier or one with a large proprietary 
interest in the cargo I carry, is the position to be taken consistent with 
the labor policy of my parent company ? 
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(9) If my employer group takes a firm stand on this issue will other 
employer groups feel equally strong about it to the point of taking a 
strike or will they meet the union demand and leave us in an untenable 
position ? 

(10) Will the Federal Government, including the various depart- 
ments and agencies interested in shipping, understand the issues in- 
volved and the reasons for our stand or will they interpret our poston 
as unreasonable and unjustified and exert pressures on us to settle? 

(11) Is our position consistant with wage or bargaining trends in 
other industries or is a wage increase in the maritime industry indi- 
cated because the pattern has been set by wage increases in other in- 
dustries, such as the steel industry ? 

I respectfully submit to you that any one of the above factors I have 
named—and certainly any combination of them—is a more realistic 
and controlling consideration than the remote consideration by a sub- 
sidized operator that he might escape the etfect of a wage increase to 
the extent it is covered by a subsidy. 

Now in conclusion there are two points I wish to make clear. 

In my personal experience I have found both groups, subsidized 
and unsubsidized, to be thoroughly cost conscious. 

It has also been my experience that those lines with long-range vessel- 
ownership commitments are more careful of their labor costs and the 
development of a sound labor-relations policy than those who have 
no such long-term commitments. 

Mr. Weicue.. With reference to the statement that you make that 
before the war the wages of an able-bodied seaman were $85 per 
month and from that time on they were controlled by Government, 
and by 1946 they were $172.50 per month. 

Mr. Pennineoron. That is right. 

Mr. Weicuex. At the present time they are about $350 ? 

Mr. Pennrneron. $302 per month for a 40-hour week. 

Mr. Weicue.. Plus the overtime. 

Mr. Pennrneton. That is right. 

Mr. Weicuex. The increase has been greater since 1946 since opera- 
tion has been in the hands of private industry than it was under the 
Government; isn’t that true / 

Mr. Pennineron. I do not mean to duck the question, but Mr. Jimi- 
son has the complete information. 

Mr. Weicue. 1946 was the time when it all returned to private 
operation. 

Mr. Pennineron. You had a number of factors which entered 
into it. 

Mr. Weicuet. What I am getting at is that the Government didn’t 
control it since that time. Before they did and you had increases be- 
cause of the Government operation, but since then whatever increases 
there were, were made by the industry itself and not the Government. 

Mr. Penninoeron. The Government has not had the same kind of 
control as at that time, but they have had a decided effect upon it by 
reason of national policies. The Korean war had considerable weight 
on the development of the wage structure. 

Mr. Weicue.. But the Government did not increase the pay ? 

Mr. Pennrneron. No; but the national policy is to sail the ships 
and if you are to carry on your side of the balanced economy, you had 
no alternative but to go along and meet a higher wage. 
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Mr. Wericue. Tnat was true in every industry; wasn’t it? 

Mr. Pennrneron. I wouldn’t know. 

Mr. Wercuen. That is all. Mr. Allen? 

Mr. Auten. While your statement is that other considerations are 
more important than the consideration that the Government will ulti- 
mately meet the difference in cost between American and other wages, 
I still think it is a pretty hard point to sell. 

Isn’t it true that ultimately the difference is made up by a payment 
from the Government to the subsidized line? 

Mr. Penninoton. I don’t think it necessarily is made up. In the 
final analysis some years from now it may work out that a portion of 
it is made up, but that is not the controlling factor as I see it. The 
controlling factor is to make a profit out of e: ich voyage as you go along 
and although you may do it today, you may be knoc king yourself r ight 
out of competition later on if you are depending upon that sort of 
thing. 

Take, for example, our situation in the Pacific where we have gotten 
into trouble with our Japanese friends and have rates down to $8 and 
$10 a ton on the homeward leg. You may have something of that sort 
on the outward leg pretty soon, and the fact that you may have a por- 
tion of a leg operated under a subsidy, you have to take care of tax 
problems and meet them head on. 

Mr. Auten. Don’t you get the differential that increases that back 
in a further computation of your differential ¢ 

Mr. Penninoton. We haven't gotten that far yet. We don’t know 
whether we will or not. 

Mr. Wericne.. My point is that just assuming that I am trying to 
believe you and want to go along with the position you take and then 
have the obligation to try to expl: 1in to anyone else, how do I explain 
that it makes. any difference to you what the situation is, moneywise, 
because of the statements made that the Government is going to pay 
the full differential and you will get it back anyway ? 

Mr. Penntnoron. In the first place, we have to get back to a basic 
thing. There is no guaranty in the 1936 act that anybody will stay in 
Lusiness and your costs have to be consistent with your earnings. Even 
though you may get some of it back at a later date, your costs can sky- 
rocket to the point where there isn’t any operating profit left at the end 
ofa ip 

Mr. ALLEN. If you set up as an asset the estimated subsidy you are 
going to get, and ‘equal to the difference in the wages, why don’t you 
always have an earning on your statement regardless of the amount 
of wages you pay / 

Mr. Penninoton. I don’t understand that, Mr. Allen. 

Mr. Auten. As I understand the way this act w orks, the wages of 
foreign seamen are determined and then the wages you pay are de- 
termined and then the Government pays the difference. 

Mr. Pennineron. That is right. 

Mr. Auten. In the initial computations I presume that your com- 
pany makes a statement of its te for differential and that claim 
would be made or computed on the basis of the figures accruing on 

each voyage. If that is so, and if you pay an exorbitant wage rate, 
you would still show an asset, an account receivable from the Goteen: 
ment that would overcome the part of the wages that was in excess of 
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the foreign cost. How do I explain to someone else that you are 
taking a loss? 

Mr. Pennineton. That is assuming full cargoes. You assume high 
rates on that cargo on both legs of a voyage and that your income will 
override that because certainly if you do not have the cargoes and the 
cargoes do not give you the revenue, regardless of your wage scale, you 
will not be able to meet your wage bill. 

Mr. Auten. Where does the rate or the amount of cargo make any 
difference as to the wages you pay or the amount of subsidy you get? 

Mr. Pennineton. I don’t know. Maybe we are not talking about 
the same thing, but it strikes me like in any venture you are producing 
something and in our case we are producing the sale of space and the 
thing costs so much to do that. We have incomes from two principal 
sources ; one is subsidy income and the other is income from the sale of 
our space revenue from carriage of freight. If those two items do 
not equal our total operating costs, we are in a loss position, so they go 
hand in hand. It is entirely possible that your revenue will not equal 
your operating costs. If your revenue does not equal your operating 
costs, you are losing money. That may be at some later date a per- 
centage of your wage bill will be picked up, but it may be too late then 
too. 

Mr. Auten. As I understand the theory of this act and its practice, 
supposedly, a subsidized line is doing business on all of its costs except 
it is doing business on the foreigners’ wage costs. 

Mr. Pennineton. Yes, sir. 

Mr. Aten. If you are doing business on the foreigners’ wage costs 
and anything over that item the Government is paying, where does 
it make any difference to you how much you pay? 

Mr. Pennineton. The total cost has to come into it some place. 
There are certain things we do not go in completely in on the for- 
eigners’ cost. We have certain restrictions that require us to do other 
things that are of higher cost nature, if that is the point you are coming 
to. 

Mr. Auten. I can see where if you paid too much for oil, you pay 
the bill and there is no subsidy. 

Mr. Penninoron. That is right. 

Mr. Auten. But I cannot see, on your explanation, where there is 
an economic urge upon a subsidized operator to keep the part of the 
cost down that the Government is going to pay. 

Mr. Pennineton. Because that becomes a part of your total cost 
and what the Government pays becomes part of your income, and if 
your cost exceeds your income you are whipped. 

Mr. Auten. As far as a wage differential is concerned, I cannot 
see where it makes any difference if the Government always adds on 
the same amount, that is the difference between the foreigners’ costs 
and yours. If you are paying the foreigners’ costs and there were 
no subsidies and the wages are down, then you would have a whole 
competitive situation. 

If you are just adding on wages that someone else is going to 
pay, I don’t see where it makes any difference to your financial pic- 
ture if ultimately or almost immediately the accruals are put in and 
with the entire differential between the foreign and the local labor 
costs, when they are picked up. 
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Mr. Pennrneoton. Of course, when you get into that, you get into 
the technicality of overtime and all that sort of thing that run into 
the whole facet of a proposition. As I understand the thing, which 
is the same as yours, you are down to the point where you have got two 
sets of costs. You have got a foreign-flag cost and an American-flag 
cost and on most operations, particul: wly on subsidized lines where 
you operate over an essential trade route, you would generally have 
a fairly stable rate situation. It is a uniform one, let us say. My 
total costs can be considerably higher than the foreign-flag lines be- 
cause of the other obligations of the 1936 act, such as that I buy 
American products from American producers which may cost me a 
considerable amount of money and on which there is no subsidy. Re- 
quirements that I do certain things which the other fellow is not 
required to do can make the difference in my total cost and you must 
look at it as a total cost proposition. At least we do in our shop 
and say “Look, it is going to cost us so much to operate the ship and 
this is the revenue we can anticipate” and you set one against the other 
and you have the money including the subsidy, or you do not, and if 
wages get to a point and too much overtime and you do not have the 
same variables as the other fellow does, you are up against it. 

By the same token, you cannot leave the route and go to another 
area where there are such cargoes and you may find yourself in the 
doldrums with reduced rates. In the Japanese trade, for instance, 
a few weeks ago we had $8 and $10 rates. That barely pays the 
stevedoring. The other fellow takes less loss than you if his wages 
are lower than yours. That is the difference. 

Mr. Auten. The subsidized lines argue as much and some stronger 
than the unsubsidized lines about increasing wages, but I cannot ex- 
plain to myself where the difference comes out of the profits of 
the subsidized lines in the same way that it would come out of the 
profits of the unsubsidized lines rather than out of a fund which is 
supplied by the Government. 

Mr. Pennineton. Talking about the spread, I don’t know much 
about it so far as the unsubsidized or the subsidized lines are con- 
cerned, but as I understand it a good many of the operators paid back 
all of their subsidies and as it went back in naturally it made a con- 
siderable difference. Some of the people who have been operating 
on that basis longer than the 4 months that we have would have to 
tell you about that. 

Mr. AtLeEN. One other thing: I notice that there are one or two state- 
ments concerning the labor situation to be made a part of the record 
but I haven’t had the rumor yet that anyone is coming in on the part 
of labor. Do you know whether any representatives of west coast 
labor will present their views? 

Mr. Pennineton. No; I don’t. 

Mr. Avxten. That is all. 

Mr. Weicuer. Mr. Robeson ? 

Mr. Roseson. No questions. 

Mr. Wercuet. Mr. Bonner? 

Mr. Bonner. No questions at this time. 

Mr. Wercue.. I was rather intrigued by your answer that it is 
possible to lose. It is only possible to lose if you do not carry any- 
thing, if you do not do any business. That is the only way it is pos- 
sible to lose, isn’t that so? 
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Mr. Penninoton. No, sir. 

Mr. Weicuet. These items that are subsidized in your operating 
costs, what do they amount to, 90 percent? Other than fuel and 
things you buy in the world market. 

Mr. Pennrneton. Well, you buy them in the world market but so 
far as fuel is concerned we can buy fuel a little cheaper at home in 
our trade than we can in foreign markets. 

Mr. Weicue. If labor is 90 percent of the costs on which there 
is a differential, the only way you could possibly lose would be if 
you did not haul anything at all. 

Mr. Pennineton. You have got other factors which you have to 
take into consideration. 

Mr. Wercue.. I am talking about loss now. 

Mr. Pennineton. You have got the question of time involved, If 
you lose 1 day your vessel has cost you a lot of money. 

Mr. Weicuet. That is only if you do not do any business. 

Mr. Pennineton. I am talking about other things. 

Mr. Weicue.. Those are all possibilities. I am talking about actu- 
alities now with reference to all these subsidized lines. I have not 
read of anybody going into bankruptcy with this operating subsidy 
and they still continue on, so what you are talking about is possibili- 
ties and I haven’t seen any evidence of them and | haven’t heard any 
testimony along that line. On the other hand the Maritime Board 
reports how much they increased their assets and that they have $170 
million in deferred taxable funds, so that you are talking about the 
realm of possibility. Is there anything actual about your statement 
of your organization losing any money ‘ 

Mr. Pennineron. When it comes to profits and losses there are other 
witnesses who are eminently more qualified to answer than I am on 
that phase of it. When you talk about a vessel losing money on a 
trip, it certainly is possible. 

Mr. Weicuet. I mean the company as a whole losing it. 

Mr. Pennineoton. It certainly can. 

Mr. Weicuev. You are talking in the realm of possibility, nothing 
actual. 

Mr. Penntneron. It is pretty hard to do anything other than gen- 
eralize unless you want to get down and follow a ship around for a 
year and show where you can lose money and where your labor costs 
are involved, but to generalize on it in this particular phase is pretty 
difficult. 

Mr. Wercuev. All you are generalizing on is that there is a possi- 
bility of loss. 

Mr. Penninaton. There is more than that. 

Mr. Weicuet. Someone else will tell us about that? 

Mr. Pennineton. Yes, sir. 

Mr. Auten. Did I understand that the labor cost was 80 percent of 
the cost, or does the labor involve 80 percent of the subsidy ¢ 

Mr. Pennineron. As I understand it, it involves 80 percent of the 
subsidy. 

Mr. Auten. Do you know the percentage of labor cost to the total 
cost of operation ? 

Mr. Penninoron. It will vary from trade to trade and depending 
upon the moves that are made. I cannot tell you exactly what the 
percentage is. 
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Mr. Auten. In some businesses anyway it runs about 40 percent or 
50 percent at the most, including all the capital charges, real estate, 
port facilities and other things. Do you have any idea on that? 

Mr. Pennineton. It will run between 40 percent and 60 percent. 

Mr. Auten. On the other costs, the 60-percent cost, there is no 
guaranty. 

Mr. Weicuen. This is Mr. Pennington who is now testifying, Mr. 
Ray, with relation to labor costs to subsidize the lines. 

Are there any other questions of Mr. Pennington ¢ 

Mr. Auuen. Yes, Mr. Chairman. There has been some proposal 
that we should have legislation that would enjoin some types of fabor 
stoppages and that particularly came out of the difficulty of the 
Hawaiian-California trade. Do you have any opinions to give or 
that you care to express on the effectiveness or desirability of any such 
procedure ¢ 

Mr. Pennitnoron. This is entirely an opinion. I think that the best 
way to stop labor disturbances is to get down to the basis of common, 
ordinary, everyday collective bargaining with a minimum amount of 
outside interference and in my short experience in this particular kind 
of activity, the best results come from collective bargaining rather 
than from legal remedies that place a penalty on one person or the 
other person, and that if allowed to go along in the usual and ordinary 
collective bargaining manner without pressure on either side, you usu- 
ally come to a pretty good solution. Sometimes it is a little bit hectic, 
but it usually works out better than by having a Board or a Bureau 
where someone is only interested in stopping a strike and puts the 
pressure on. 

Mr. Srecy-Brown. In connection with the statement that you have 
just made, do you know of any company that has ever made any at- 
tempt to introduce a profit-sharing plan or program in the industry ? 

Mr. Pennineron. Well, for all employees, no. We have had a 
couple and, as a matter of fact, we were very interested in one that 
went to the ship’s officers, but we finally discarded it on the ground 
that it did not work, but there were other factors involved that miti- 
gated against the successful operation of it. There were other people 
making rules that curtailed the operation for individual incentive that 
would improve some certain situations that would make it worth while. 

Mr. Seery-Brown. Have you ruled out in your own mind the pos- 
sibility that a proper profit-sharing program might not be the ulti- 
mate answer to many of labor-management problems ¢ 

Mr. Pennrneron. I won’t say ruled it out, but frankly I have 
stopped thinking about it. 

Mr. Wercuet. Are there any other questions ? 

Mr. Suetitey. Mr. Pennington, it has seemed to me that the state- 
ment that subsidized operators are not interested in engaging in real 
collective bargaining and resisting what may be unjustified demands 
leaves an inference that the subsidized operator doesn’t care whether 
or not a ship goes out with cargo in it at all as long as the Government 
is picking up part of the wage check. 

Having made that statement I would like to ask you this question ; 
why are you or why is your company in the business of operating ships? 

Mr. Penntneron. One simple answer to that, to make a profit. 
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Mr. Sueutey. You are in the business of operating for making a 
profit, not just simply for the purpose of giving employment or not 
just simply for the purpose of having American- flag vessels on the 
seas. 

Mr. Pennineton. That is correct; we are not an eleemosynary 
institution. 

Mr. Srety-Brown. You wish you were for tax purposes, though. 

Mr. Suevxey. If you are in the business for operating ships to make 
a profit, then of course we must assume that you are deliberately 
exercising those things which would be expected of good management. 

Mr. Pennrtneton. That is right. 

Mr. Sueittey. And the wage factor is not the only factor that enters 


into whether or not you come up with a profit or break even or come 
out with a loss. 


Mr. Pennineton. That is right. 

Mr. Suetiey. Do you think that the basic wage of the American 
seaman today is too much 4 

Mr. Pennineoron. I think perhaps the basic wage is all right. 

Mr. SuHetiry. Do you think that in the overall payment to the 


American seaman that there are items in which he may be receiving 
too much? 

Mr. Penninetron. Yes; I do. 

Mr. Sueiiey. Could you enumerate for me what some of those items 
are, above the basic wage ¢ 

Mr. Penninoton. Well, I would pretty nearly have to have an 
overtime sheet here to go into that. There are a lot of little items 
that might come under the heading of featherbedding or payment for 
work not performed. 

Mr. Suexiey. I don’t understand the word “featherbedding” and 
when people use it I like to have them give me specific examples. I 
don’t know what featherbedding means. 

Mr. Penninoton. Extra men and a crew to perform certain func- 
tions. For instance, using 2 people on a job where it could just as 
well be performed by 1 is-the thing I have in mind principally. 

Mr. Suetiey. For example. 

Mr. Pennrineron. On the question of maintenance men, on the 
question of using or requiring—well, it isn’t featherbedding, outside 
of that, that is the first one I can think of where you are required by 
collective bargaining, where you are required to carry men in excess 
of what management feels is a justifiable, reasonable manning scale. 

Mr. Suetiey. Haven’t those been arrived at by collective bar- 
gaining ¢ 

Mr. Penninoton. Yes; most of them have. 

Mr. SHELLEY. The manning scale isn’t an arbitrary situation. 

Mr. Pennineron. Other than the minimums. We resisted that as 
much as we could, but should it become necessary to achieve a situa- 
tion you will go along with that sort of a proposition. 

Mr. SHetiey. What is the basic wage of a $302 monthly wage ¢ 

Mr. Pennincton. For a 40-hour week at sea 

Mr. SHeiiey. How is the 40-hour week as a oaieatae arrived at? 

Mr. Pennineton. How was it arrived at? 

Mr. SHewiey. Yes. 

Mr. Pennrneton. In the first place, the 48-hour week was arrived 
at in 1946 when there was a general upheaval and at the suggestion 


AMEND 1936 MERCHANT MARINE ACT 301 


of Secretary Schwellenbach it was granted. It was then ultimately 
granted on the east coast. Mr. Jimison, who will testify on the east 
coast, can tell you precisely how that was arrived at, and subsequently 
we followed suit on the west coast. 

Mr. SHELLEY. Wasn’t the 40-hour week as granted on the east coast 
as a result of an arbitration award where the parties had been unable 
to come to an agreement on the workweek ? 

Mr. Pennineton. I think so, but I am not certain. 

Mr. SHELLEY. Do you subscribe to the theory of arbitration as a 
means of avoiding a strike or a tieup and as a mechanism for settling 
a dispute between management and labor? 

Mr. Penninoton. That is an awfully hard question to answer by 
saying yes to or no, I do not know. Actually, I think there are times 
when arbitration may be a useful thing. By and large I disapprove 
of arbitration on the ground that I think you can do more by sitting 
around a collective bargaining table and arriving at a reasonable de 
termination or as close to a reasonable determination as it is possible 
to get. 

1 feel anything arrived at by arbitration one side or the other gets 
hurt by an arbitration. That isn’t to say that they do not in collec- 
tive bargaining either, but usually I think it is taken in better faith 
and spirit in collective bargaining than by arbitration. 

Mr. SuHe.vey. In view of your answer that this would be a hard 
question to answer yes or no, is it safe to say that you might agree to 
arbitration if you thought you could win ¢ 

Mr. PENNINGTON. No; not on that basis. 

Mr. SHeviey. And isn’t it also true that labor takes the position 
that certain things are basic, fundamental issues and should not be 
submitted to arbitration ¢ 

Mr. Penninotron. That is right. 

Mr. SuHetvey. That is all. 

Mr. Weicue.. Are there any other questions of Mr. Pennington ¢ 

If not, you may be excused and thank you very much. 

Is Mr. Jimison here? You have a statement to present with refer- 
ence to subsidized lines. 

Mr. Jimison. Yes, sir. 

(By direction of the chairman, the following letter is made a part 
of the record :) 

NATIONAL FEDERATION OF AMERICAN SHIPPING, INC., 
Washington, D. C., June 8, 1953. 
Hon. ALVIN WEICHEL, 
Chairman, House Merchant Marine and Fisheries Committee, 
House Office Building, Washington 25, D. C. 

Dear Sir: During the hearings before the Committee on Merchant Marine 
and Fisheries of the House of Representatives on June 3, certain questions 
were raised concerning the operation of unsubsidized vessels by subsidized oper- 
ators. I find on reviewing the transcript that my answers to these questions 
need modification and clarification. 

To insure accuracy, I would appreciate your incorporating in the record of this 
hearing, the following quotation from Standard Part II of all operating- 
differential subsidy contracts: 

“II-16. Competition.—(a) Without the express approval of the Commission, 
neither the operator nor any affiliate, subsidiary, associate, or holding company 
shall operate or cause to permit to be operated any unsubsidized vessel owned 
or controlled by any of them in competition with any subsidized service of the 
operator or in the foreign commerce of the United States in competition with 
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any other service, route, or line receiving financial aid pursuant to the pro- 
Vv isions of the act. 

“(b) Neither the operator nor any affiliate, subsidiary, associate or holding 
company Shall operate or cause or permit to be operated any unsubsidized vessel 
owned or controlled by any of them in the foreign commerce of the United States 
in violation of such rules and regulations as the Commission may adopt.” 

Your courtesy in approving the insertion of this addition will be appreciated. 
Very truly yours, 
ALEXANDER PURDEN, 
Secretary-Treasurer. 


STATEMENT OF E. A. JIMISON, VICE PRESIDENT, MARINE DIVI- 
SION, LYKES BROS. STEAMSHIP CO., INC., ON BEHALF OF 14 
STEAMSHIP LINES 


Mr. Jimison. My name is E. A. Jimison and I am vice president, 
marine division, of Lykes Bros. Steamship Co., Inc. I appear here 
as a spokesman for 14 American-flag companies holding operating 
contracts with the United States Government on the essential trade 
routes under the provisions of the Merchant Marine Act of 1936, as 
named in attached list. ‘This group of lines has chosen me to speak 
because of my familiarity with the labor bargaining process and my 
acquaintance with the motives and manners that my company and 
other subsidized lines have brought to the labor bargaining table over 
the past 16 years. This attitude has been characterized by a spokes- 
man of the Association of American Ship Owners (A ASO) before 
this committee as being somewhat careless of the taxpayers’ interest. 

Since the subsidized lines have been accused of this, it is logical that 
they appear before your group to refute these unfounded allegations. 
We deeply appreciate the opportunity the chairman and members of 
this committee have afforded us to present our views. 


THE BARGAINING PROCESS AND THE PARTIES INVOLVED 


The parties involved in collective bargaining in the seagoing phase 
of the maritime industry—the unions, the subsidized lines, the non- 
subsidized lines, the intercoastal and coastwise lines, as well as the 
broader Government, commercial, and general public interest—each 
have had a significant influence on these negotiations. To blame one 
segment of the group is to close one’s eyes to the realities of the sit- 
uation. To charge that the subsidized operators entered into labor 
negotiations and yielded to unreasonable demands of the unions based 
on the knowledge they would be reimbursed by the Government is a 
bold assertion in support of which no substantial evidence has been 
or can be presented. I am sure this committee in its wisdom would 
want to have more than self-serving declarations made by a witness 
who has never sat at the bargaining table when it considers the sweep- 
ing revisions to the 1936 act contained in the proposed bill of the 
AASO. 

The labor turmoil and strife which has befallen the shipping indus- 
try, and strikes which have been endured in lieu of submission to 
demands which we considered excessive, are eloquent testimony that 
we have not been guilty of carelessness at the bargaining table. 
Neither, as subsidized operators, have we been callous in our attitude 
toward our responsibilities to the Government in granting increases in 
wages and benefits to seafaring personnel. 
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In order to better understand the scope of the bargaining process, 
permit me in a few brief paragraphs to describe its component parts 
and its principal participation. Since the primary interest of this 
committee at this time appears to be the dry-cargo companies, I will 
limit my analysis to that group. 

The collective-bargaining structure in ocean shipping consists of a 
number of employer groups each dealing with different unions. The 
principal employer groups which bargain with seafaring labor are 
as follows: 

The Atlantic coast: 

(1) The Committee for Companies and Agents, Atlantic and Gulf 
Coasts, Unlicensed Personnel of the American Merchant Marine In- 
stitute (AMMI-UP). Formed in 1938 this committee represents com- 
panies who are under contract with the National Maritime Union 
(CIO). 

(2) The Committee for Companies and Agents, Atlantic and Gulf 
Coasts, Licensed Personnel of the American Merchant Marine Insti- 
tute (AMMI-LP). This group, formed in 1944, consists of 39 com- 
panies who negotiate with the Masters, Mates, and Pilots (AFL). 

(3) The Committee for Companies and Agents, Atlantic and Gulf 
Coasts, Radio Officers of the American Merchant Marine Institute 
(AMMI-ARA). Formed in 1942, this committee represents 31 com- 
panies who negotiate with the American Radio Association (CIO) 
concerning terms of employment for radio officers. 

(4) The Committee for Companies and Agents, Atlantic and Gulf 
Coasts of the American Merchant Marine Institute Licensed Per 
sonnel (AMMI-MEBA) represents companies in negotiations with 
the Marine Engineers’ Beneficial Association. It was organized in 
1944. 

(5) The Committee for Companies and Agents, Atlantic and Gulf 
Coasts, Radio Officers of the American Merchant Marine Institute 
(AMMI-ROU). This group, formed in 1948, consists of 15 east coast 
companies which have contracts with the Radio Officers’ Union (AFL) 

(6) The Informal Atlantic and Gulf Group (IAG). This group 
usually represents about 10 companies and has been in existence in its 
present form since 1945. It is primarily involved with the Seafarers’ 
International Union (AFL). 

B. The Pacific coast: 

(1) The Pacific Maritime Association. This group, formed in 1948, 
was formerly two separate groups—the Pacific American Shipowners 
Association dealing with offshore labor and the Waterfront Employers 
Association dealing with shoreside labor. The offshore section of 
PMA consists of 28 companies. It negotiates with the following 
unions: Sailors’ Union of the Pacific (AFL): Marine Engineers’ 
Beneficial Association (CIO): the American Radio Association 
(CIO); the Merchant Marine Staff Officers’ Association (IND), and 
the Marine Cook’s and Stewards’ Union (IND). 

These are the officially constituted parties in labor bargaining, and 
it might be well to mention that in all labor negotiations the public 
interest is a factor which is constantly taken into account. Further, 
the companies must carefully weigh the far-reaching effects which a 
crippling maritime strike will have on the national security and 
economy if wage negotiations break down. 
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Permission is requested to submit for inclusion in the record at this 
point a table showing the principal bargaining assocations, the mem- 
bers in each association, and the unions with which they deal. 

Mr. Weicuev. We will be very glad to have that. 

(Table referred to is herewith inserted.) 


THE STRUCTURE OF WAGES AND BENEFITS 


Mr. Jimtson. A. The crew: The men that serve aboard merchant 
ships can be divided into three main categories: The deck department, 
which navigates and maintains the general condition of the ship; the 
engineering department, which runs the main and auxiliary engines; 
the steward department, which feeds the crew and passengers and 
takes care of the quarters of passengers and certain of the crew. Fur- 
ther, there is the radio officer who handles the ships’ communications 
while at sea, and the purser who handles shipboard paperwork con- 
cerned with payrolls and cargo manifests. 

The master is the administrative head of the crew. The mates 
(licensed officers) are in charge of the deck crew (unlicensed) which 
includes boatswain, carpenters, able-bodied seamen, maintenance men, 
and ordinary seamen. The chief engineer heads the engineering de- 
partment and has assistance from the other licensed engineers, electri- 
cians, the firemen, watertenders, oilers, wipers, etc. The unlicensed 
ratings for the most part denote differences in skill and/or experience 
among the nonsupervisory personnel. 

There is also a distinction between watchstanders and nonwatch- 
standers. Watchstanders, both licensed and unlicensed, are concerned 
primarily with the routine navigation and operation of the vessel, 
while the work of nonwatchstanders consists mainly in the physical 
upkeep of the ship. Watchstanders have a 56-hour week at sea but 
are paid premium wages for all Saturday, Sunday, and holiday 
watches. Nonwatchstanders receive a supplement to their basic 
wage to offset the opportunity for premium earnings afforded the 
watchstanders. 

B. Wages: The basic straight-time wages of both officers and un- 
licensed personnel do not reflect a complete picture of their actual 
earnings. Except for the master and chief engineer, gross earnings 
of vessel personne! consist of (1) basic wage; (2) overtime: (3) 
penalty pay; and (4) war bonus in certain areas. Overtime, penalty 
pay, and war bonus aggregate approximately 40 to 50 percent of the 
base wage and in some trades are materially higher. In lieu of 
premium pay the master and chief engineer accrue time off with pay. 

In addition, under the current agreements, seamen enjoy certain 
fringe benefits of substantial value. 

C. Premium pay: Premium compensation has its source in the 
numerous working rules in the labor contracts. All of the contracts 
have clauses covering working rules. For example, 1 contract has 
approximately 70 such provisions. 

Premium time of seamen may be classified in two ways—true over- 
time and penalty time. Seamen now have a 40-hour week. True over- 
time generally covers payment for hours in excess of 40 hours per 
week. Penalty time includes specific work within normal scheduled 
hours for which extra compensation is paid. For example, an able- 
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bodied seaman (AB) on the west coast will receive, in addition to his 
base wage of $302 per month, an overtime rate of $2.47 per hour when 
in a true overtime status. The penalty rate of $1.71 per hour applies 
for work performed within his normal 8-hour day, such as loading 
stores while on watch or other such work outside of defined routine 
duties. 

I). Vacation plans for seagoing personnel: Prior to 1950 under the 
collective bargaining agreements, vacations for seamen were paid di 
rectly to the seamen by individual companies. The agreements re- 
quired continuous service with an individual company. Since that 
time, however, seamen on both coasts have negotiated, through collec- 
tive bargaining, vacation plans which, while varying slightly from 
each other, provide generally for 2 weeks’ paid vacation per year if 
the man has worked for a number of companies in the group and 3 
weeks per year if he has worked continuously for a single company for 
a year. Payments vary, but in general are equivalent to a 2-week 
pro rata basis for a portion of a year. Funds in most cases are pro 
vided by means of employer contributions to a central jointly admin 
istered fund. In some cases the funds are administered by the em- 
ployers. Vacations for certain of the ranking licensed officers are 
more generous than outlined above. 

E. Groupwide pension and welfare plans: In addition to base wages, 
premium wages, and vacation allowances, all seafaring unions have 
had welfare plans since 1950, All of the plans embrace life insurance 
ranging from $1,500 to $5,000 and in-hospital benefits ($14 to $45 
weekly). Certain of the welfare plans provide hospital benefits for 
dependents (3 plans)¢ maternity benefits (2 plans), burial allowance 
(1 plan), and 1 plan makes provision for acquiring homes for needy 
or aged seamen. 

Up to this time none of the negotiated welfare plans include specific 
provisions for the payment of “old- age pensions. Some bargaining 
groups have negotiated voluntarily with the unions and are now pay- 
ing into employe r-financed funds, which, after experiment and study 
as to actuarial needs, will be used for pension payments to seamen. 


A SUMMARY OF THE INFLUENCES BEARING UPON COLLECTIVE BARGAINING 


Since the inception of the 1936 act collective bargaining in the mari- 
time industry has been subject to influences beyond the control of one 
or the other of the parties involved. 

In substance, these influnces may be described as follows: 

(a) Government influence by means of various mediation boards, 
operating in peacetime and wartime, which have in all but 4 years 
since 1938 exerted a definite influence upon the bargaining. 

(6) Impending war, World War II, the cold war, and the Korean 
war, with the constant urgency of “getting the ships moving at any 
cost” to meet current emergencies. 

(c) The surge and growth of militant unionism, which was not con- 
fined to shipping but embraced most industries in the United States. 

A. Government influence upon the bargaining process: Wages and 
other collective bargaining agreements came under a measure of official 
Government control with the passage of the Merchant Marine Act in 
1936. The Maritime Commission was empowered by the act to estab- 
lish minimum manning, wage scales, and reasonable working condi- 
tions on all vessels receiving operating differential subsidies. 
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On June 23, 1938, an amendment to the 1936 act was passed (title X) 
which created the Maritime Labor Board. The purpose of this Board 
as set forth in the language of the amendment follows: 

It is hereby declared to be the policy of the United States to eliminate the 
causes of certain substanti: ul obstructions to the free flow of waterborne com- 
merce and to mitigate and eliminate those obstructions when they have occurred 
by encouraging the practice and procedure of collective bargaining and the 
prompt and orderly settlement of all disputes concerning rates of pay, hours of 
employment, rules, or working conditions, including disputes growing out of 
grievances or out of the interpretation or application of agreements covering 
rates of pay, hours of employment, rules, or working conditions. 

The statutory authority for the Maritime Labor Board expired 
June 23, 1941. Thereafter, governmental control of wages in the 
maritime industry continued under the auspices of a new ‘board, the 
Maritime War Emergency Board established December 19, 1941. The 
functions of this Board were to deal principally with war-risk insur- 
ance for seamen and the measure of war bonus payments. The vari- 
ous orders of the Board increased the gross earnings of seamen by 
approximately 100 eer 

In April 1942 the Government requisitioned all vessels for the war 
effort and automatically became the employer of seagoing personnel. 

On July 8, 1943, the war ship ping panel of the War Labor Board 
was setup. The panel, c onsisting of Government, labor, and manage- 
ment representatives, hac jur isdiction over wages and other compen- 
sation agreements. It functioned until it was abolished on December 
31, 1945, after hostilities ceased 

Before its demise the war-shippiiig panel of the War Labor Board 
rendered a decision increasing seamen’s base wage by $45 per month. 
The increase was granted to offset the reduction in seamen’s compen- 
sation due to the discontinuance of war-bonus payments. Based on 
Executive Order No. 9599, dated August 18, 1946, which provided 
in part as follows: 
to approve without regard to the limitations contained in any order or direc- 
tives, such increases as may be necessary to correct maladjustments or inequities 
which would interfere with the-effective transition to a peacetime economy, 
the panel’s decision had far-reaching effect in subsequent negotiations. 

On June 14, 1946, the War Shipping Administrator, on threat of a 
strike by the unions, agreed to the placing into effect of the 48-hour 
week at sea and to a pay increase of $17.50 in monthly base pay, ret- 
roactive to April 1, 1946. 

After the termination of the War, Government control of wages 
continued under the National Wage Stabilization Board until F ebru- 
ary 24,1947. Allcollective bargaining agreements made in this period 
were subject to review and approval by the Board. 

From February 1947 to September 1950 wage agreements were nego- 
tiated between the parties relatively free from Government influence 
except for the provisions of the national labor-relations laws. The 
fact that it was a period during which increases in wages were rela- 
tively modest is further evidence that unfettered collective bar gaining 
is highly desirable and works when put to the test. 

After the outbreak of the Korean conflict we again had a controlled 
economy. Under the Defense Production Act of 1950, the Wage 
Stabilization Board was established. It exercised jurisdiction over 
wages from September 1950 to February 1953. Once again collective- 
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bargaining agreements were subject to review and approval. As this 
committee is well aware, this period was one of frequent friction be- 
tween the bargaining parties because of delays in rulings by the 
Board. In at least one instance, involving the Sailors’ Union of the 
Pacific, a 5-day strike was called for the purpose of forcing the WSB 
to a decision to which both parties had agreed through collective 
bargaining. 

At this point I request permission to submit for the record a 
chronological record of wage settlements for the period October 1945 
to November 1952. 

Mr. Weicuet. Is that in addition to your statement here? 

Mr. Jrmison. Yes, sir, there are three pages of settlements since 
1945 that have been made with the various unions on both coasts. 

Mr. Weicue.. With reference to those negotiations, they are the 
ones you handled yourself ? 

Mr. Jimison. Yes, sir. 

Mr. Wercue.. And those as to arbitrations by an outside body? 

Mr. Jimison. Yes, sir. 

Mr. Wercuen. Those approved by Wage Stabilization come within 
the category of negotiations that then came tothe Board for approval ¢ 

Mr. Jimison. Yes, sir. 

Mr. Wetcuen. So that the only increases that were not negotiated in 
fact are those settled by arbitration boards ? 

Mr. Jrmison. Arbitration boards, yes, or the Conciliation Service. 

Mr. Weicure.. Those were not negotiated in fact, the arbitration 
awards. The others were negotiated and some of them had to be 
approved by the Wage Stabilization Board upon the request of the 
employer. 

Mr. Jrmtson. That is correct, on the request of both parties. 

Mr. Weicnex. Principally on the part of the employer. 

Mr. Jrmtson. That is right, we wanted to continue to sail the ships. 

Mr. Weicuet. I wanted to find out if that is true. 

Mr. Jotson. That is correct. 

Mr. Weicue.. That record of wage settlements may be inserted in 
the record. 

(Chronological record of wage settlements is as follows:) 
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Mr. Sueiey. Isn't it a fact that you cannot go to an arbitration 
board without both parties agreeing to submit to arbitration ¢ 

Mr. Jim1son. You have to agree jointly to arbitration and you have 
to agree to this arbitration board and if not then he is appointed by the 
Department of Labor. 

Mr. Sueitiey. But where the matter goes to arbitration must be 
mutually agreed to between the parties. 

Mr. Jimison. That is right. 

Mr. Suetiey. One party cannot say, “I will arbitrate” and then 
submit it to the arbitrator. 

Mr. Jrmtson. That is right. It has to be a 2-way street. 

Mr. Suetiey. One other point. You said, “and other cases”, or 
language to that effect, and in other cases due to the service of the 
Conciliation Service. Can the Conciliation Service at any time hand 
down a ruling or an award which is binding on the parties, or is it the 
purpose of the Conciliation Service simply to bring the parties to- 
gether and attempt to conciliate it themselves and make recommen- 
dations which the parties are then bound to accept or reject ? 

Mr. Jimison. That is correct. 

Mr. Suetiey. The latter part of the statement is correct ¢ 

Mr. Jrmison. That is right. 

Mr. Suetiey. You cannot impose a decision upon the parties. 

Mr. Jimtson. That is right, but they can influence a decision upon 
the parties when you go to them or when they are called in. 

Mr. Suetiry. That is true but the party can still say, “I maintain 
my position.” 

Mr. Jrmrson. Yes, they can with the resultant effect which is action 
by one party. 

Mr. Weicuet, With reference to all the increases you talk about, 
they were all negotiated except those that were made by an arbitra- 
tion board. 

Mr. Jrmtson. Yes, sir, they were negotiated unless the decision was 
handed down by an arbitrator. 

Mr. Weicue.. The percentage that were handed down by an arbi- 
tration board, roughly what percentage is that to all the rest of them, 
those that you call strictly negotiated and those in which you went in 
and asked for approval of the negotiations? There are few by arbi- 
tration, relatively speaking. 

Mr. Jimison. I have that here in my testimony, Mr. Chairman. 
There were 13 of them and 4 of them were by agreements between the 
parties since 1945, 

Mr. Wercner. But those that you went in to the Board with, does 
that include those that you went in to the Wage Stablization Board 
with? 

Mr. Jrmison. Yes, that includes Wage Stabilization Board approval 
where settlement was negotiated and they had to put it up to the Wage 
Stabilization Board for their approval to see whether or not it was 
in the formula. 

Mr. Wercne. So you had only four by arbitration and outside deci- 
sion? All the rest were negotiated ? 

Mr. Jrmtson. First those in 1945 and 1946, the Government partici- 
pated in them. 

Mr. Weicuen. How did they participate except by giving approval 
to what you had done already? 
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Mr. Jimison. In October 1945 that was a direct order from the 
War Shipping Administration. Not only did they make it effective, 
but they made it effective retroactively on the wage increase. That 
is the $17.50 that I referred to a moment ago after the $45 had been 
given. 

Mr. Weicne.. The War Shipping Administration did that ? 

Mr. Jimison. Yes, sir. 

Mr. Weicuet. How could they order it? 

Mr. Jrmison. Because they had the ships under their control. They 
had requisitioned the tonnage. 

Mr. Weicuex. You just paid them and the Wage Stabilizer agreed 
with the employers and the employees. 

Mr. Sueviey. Mr. Chairman, is that included in the period during 
which the War Shipping Administration continued to maintain their 
control, the wartime control they had over all American vessels? 

Mr. Jimison. That is correct. 

Mr. Weicuet. I was asking with reference to afterward. 

Mr. Jrmison. That would have been after 1946. 

Mr. Weicue.. After the return to private operation down to the 
present time, there were only four decisions which were by an arbi- 
trator which were not negotiated by both sides. 

Mr. Jimison. There were 7 that were either agreed to and went to 
the National Wage Stabilization Board, or agreed to by arbitration, 
and there were 4 that were negotiated directly between the parties. 

Mr. Weicue.. What I am getting at is this so-called Government 
influence, there are 4, just 4 of them that were by arbitration. The 
rest of them were by agreement some other way, either just simple 
agreements or they had to go to Wage Stabilization for approval of 
an agreement, that is what I am getting at. 

Mr. Jimtson. No, there were more than that. There were 5 and 
2; 7, Mr. Chairman. 

Mr. Wercuet. Five by arbitration; is that right? 

Mr. Jimison. Seven. 

Mr. Wercuen. Seven by arbitration? 

Mr. Jimtson. Yes, sir. 

Mr. Weicnen. And the rest were by agreement ? 

Mr. Jimison. Four by negotiated settlement. 

Mr. WetcHe.. And those that went to the Wage Stabilization Board 
were negotiated settlements ? 

Mr. Jimison. They were negotiated settlements, but in all proba- 
bility I would have to trace the history of each one with the state- 
ment I have just filed with you which gives the history of each, but 
they were determined by the Conciliation Service after we had gone 
there for a reconciliation of our disputes. 

Mr. Weicuer. There were seven where the decision to raise wages, 
where the decision was made by an outside agency ? 

Mr. Jimison. Seven since 1945. 

Mr. Wertcuer. So there are not as many as your statement men- 
tioned at the beginning made with reference to an outside agency. 
There are only seven. 

Mr. Jrmison. I do not want to give you misinformation. There 
were 2 ordered by the War Shipping and 7 by conciliation or ap- 
proved by the Wage Stabilization and 4 that were arrived at between 
the parties out of the 13 I referred to since 1945. 
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Mr. Weicuen. There were seven by an outside source. 

Mr. Jimison. Yes, sir. 

Mr. Weicuen. That is all. 

Mr. Sueiiey. You say there were seven that were decided by arbi- 
tration or conciliation of the Wage Stabilization Board. How many 
of those seven were the parties unable to come to an agreement upon 
the issues and they submitted them to an arbitration board presided 
over by a mutually agreed to mutual chairman ¢ 

Mr. Jimison. Without analyzing each one, Mr. Shelley, I would 
say every one of them. 

Mr. Suettey. Every 1 of the 7? 

Mr. Jimison. Yes, sir. 

Mr. Suevtiey. Maybe our inability to understand each other is on 
a difference in interpretation of what arbitration is. So I will make 
myself clear. To me the true use of the word “arbitration” in labor 
relations does not include the use of the Conciliation Service. That 
is a separate function because there is nothing mandatory about ac 
cepting their decision except in this type of a case. Where the parties 
are in dispute and have agreed to go to the Conciliation Service and 
have agreed in advance that they will accept whatever the Concilia- 
tion Service recommends as being a suitable or an equitable compro- 
mise or a just settlement, but when you say Conciliation Service, do 
you mean that in each of those cases the parties between them agreed 
in advance to accept whatever the Conciliation Service recom- 
mended? Then I would say that is in fact a sort of a quasi arbi- 
tration. 

Mr. Jimison. It is a quasi arbitration, but if we go to Conciliation 
Service and accept their decision mutually then it was by a mutual 
agreement that we did take whatever decision they rendered rather 
than take a strike. 

Mr. Sueuiey. I think we are getting closer to it. I think it is 
important in the record to get clear a definition of what we mean. 

It is my understanding that arbitration means where persons 
agree in advance to submit the disputes to a board of arbitration and 
whether they like the decision or not they will be bound by the deci- 
sion. 

Mr. Jrmtson. That is correct. 

Mr. Suetiey. And there will be no cessation of work or no stop- 
page or no retribution by the employer. 

Mr. Jrmison. That is right. 

Mr. Suetiey. They resorted to the Conciliation Service differen- 
ces in case there is no agreement between the parties and they will 
accept the decision and if they dislike the decision they are free to 
reject. 

Mr. Jrmison. That is correct. You can walk out of the Concilia- 
tion Service. 

Mr. Sueiiey. Now let us not say that it is not the thing to do or 
that you do not have to do it. But is that correct up to that point, 
that you are not bound in advance to accept any decision or recom 
mendation they may make ? 

Mr. Jimison. There is nothing binding in the Conciliation Service. 
That is not obligatory. 

Mr. Sueniey. I will say voluntarily to help you out, that in a great 
many cases the one party or the other who may feel the decision is 
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not entirely to their liking would rather accept it then get involved 
in a work stoppage after going into conciliation. 

Mr. Jimison. After you hi ad called in the Conciliation Service you 
usually cooperate. You take the final decision that was handed 
down rather than take a stoppage. 

Mr. Suetiey. I wish I could say that that had always been my ex- 
perience, but it wasn’t. 

Mr. Jrmison. That has been my experience. 

Mr. Suetizy. On submission of these things to the Wage Stabili- 
zation Board, wasn’t the Wage Stabilization Board set up to keep the 
ceiling on wage costs, at least theoretically, in keeping with the other 
control or cost factors in industry ? 

Mr. Jrmison. They had their limitations and were not expected to 
go beyond the respective percentage. 

Mr. Suettey. Under the formula adopted by them. 

Mr. Jrmison. Yes, under the formula. 

Mr. Sueviey. And on wages, what wages had to be submitted to 
that Board and in those cases they were submitted after mutual 
agreement between the parties through collective bargaining as to 
what the wages and the working conditions and the terms should be? 

Mr. Jimison. Yes, sil 

Mr. SuHeiiey. And the Wage Stabilization Board then reviewed the 
proposed contract and either approved it or had the authority to dis- 
allow certain features if they felt they exceeded the formula ? 

Mr. Jrmison. That is right, or modify. 

Mr. SHeitiey. Or modify ? 

Mr. Jimison. That is right. 

Mr. Sueittey. Thank you. That is all. 

Mr. Weicue.. Proceed, Mr. Jimison. 

Mr. Jimison. B. The pressure to get essential cargoes moved at 
any cost: From 1938 to the present, the threat of war, actual war, 
and cold war each have played a substantial part in negotiations at 
the bargaining table. 

With the coming of. World War II, the urgency to move Govern- 
ment cargoes became so great that the Government actually assumed 
a veto power over collective bargaining contracts and the unions of- 
fered a no-strike pledge. We had to and did keep the cargoes moving. 
In the immediate postwar period, collective bargaining continued to 
be directly influenced by the urgency to get relief and rehabilitation 
cargoes moving to Europe and Asia. The public pressure to move 
these cargoes promptly was tremendous. Congress, the executive 
branch, the press, and the American people expressed their convic- 
tious that these relief and rehabilitation cargoes move at all costs. 
The British loan, the French loan, Interim aid to Austria and Italy, 
the loan to Greece and Turkey generated hundreds of shiploads of 
wheat, coal, medical supplies, foodstuffs, and other necessities. 

As funds for these earlier rehabilitation programs ran out, and fol- 
lowing urgent requests from Europe for American aid to stem the 
rising tide of economic chaos and the attendant threat of communism, 
Congress adopted ECA and subsequent economic and military aid 
programs, 

In 1951 famines in Yugoslavia and India resulted in grants of aid 
to those countries. Coming at the time of the Korean war, these aid 
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programs added to the demands made on shipping to keep the cargoes 
moving. 

American shipping, labor and management, is proud of the record 
it has made in the Korean war. It has met the demands of the 
American people that our troops be kept supplied and that privately- 
owned ships carrying military and strategic cargoes continue to sail 
without work stoppages. 

Throughout the entire postwar period the Government has oper- 
ated its own ships, often in competition with the privately-owned 
fleet. One of the reasons given for the operations of the Government 
ships is that in the event of a labor dispute involving work stoppages 
these ships will be available to move essential or priority cargoes. It 
is obvious that this Government policy has and will continue to exert 
a material influence on the collective bargaining in the maritime 
industry. 

During the post-World War II era the industry periodically suf- 
fered from a shortage of skilled seamen. Following the war many 
sailors left the sea for home life and the assurance of permanent jobs 
ashore. In spite of the lure of the high wages many of them remained 
ashore even though they were urgently needed following the out- 
break of the Korean war. As a result many ships were delayed in 
sailing. 

The unions’ management and Government agencies did all within 
their power to induce the men to return, and special draft status was 
granted to skilled seafaring personnel by the Director of Selective 
Service. The manpower shortage became so acute in 1951 that the 

Chairman of the Federal Maritime Board, in a further effort to 
encourage skilled men to return to the sea, appeared in proceedings 
before the W age Stabilization Board in justification of wage in- 
creases which had been negotiated by collective bargaining between 
the. parties. Under date of August 30, 1951, the chairman, Admiral 


Cochrane, made the following certification to the Wage Stabilization 
Board : 


It is hereby certified that there is a critical manpower shortage in the mari- 
time industry, and this recruitment of additional personnel is vital and imme- 
diately necessary. Skilled manpower must be obtained promptly and it is 
believed that appropriate adjustments may attract new men to the industry and 
encourage former members to return. 

C. Militant unionism: The present pattern of union organization 
among seamen represents the results of the struggle for recognition, 
interunion and intraunion rivalries and differences in the ideological 
yhilosophies among the several groups. All of the maritime unions 
hoon been very militant in their negotiations with individual em- 
ployers and employer groups. It is rather obvious that they could 
not long exist otherwise. 

Interunion power politics and the constant and very aggressive 
efforts of union leaders to keep ahead of their rivals, which in some 
eases lead to strikes and work stoppages, have had a material, and 
in many cases, a detrimental effect on labor relations. 

Their militancy and strength have been enhanced by several fac- 
tors, among which the following may be noted: 
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(a) Widely varying termination dates of the several agreements 
which have a “whipsawing” effect upon bargaining with those unions 
whose contracts terminate several weeks or months later; 

(+) Clauses in some agreements which permit reopening by the 
union on short notice of the wage agreements on matters of wages and 
other monetary considerations ; 

(c) Lack of unity and cohesive action among employers indi- 
vidually and in groups; 

(7d) Pressures exerted by various governmental agencies, which 
has already been discussed. 

In addition to those four factors, there are others, of which an 
influential one is the number of ships carrying military supplies and 
strategic cargoes. In most—if perhaps not all—strikes the follow- 
ing ships carrying these cargoes continued to operate and furnished 
substantial employment for union members 

(a) Ships of the National Shipping Authority operated for the 
Government by the shipping companies under general agency agree- 
ments and manned with full union crews; 

(6) Privately owned ships time chartered to the Military Sea 
Transportation Service—manned with full union crews; 

(c) A few privately owned ships loaded with a substantial percen- 
tage of military or priority cargoes in addition to commercial cargo; 

(d) MSTS ships manned by civil-service crews of which a sub- 
st antial percentage are union members. This situation—due to our 
military requirements—put the unions in a favored economic posi- 
tion at the bargaining table. With a great many jobs available for 
their membership they were enabled to support their unions and con- 
tinue the strikes for an indefinite period. 

Among the special issues exploited and fought for militantly, are 
the 48-hour week in 1946, the demand for higher premium rates for 
skilled ratings in 1947 and the demand for the 44- and 40-hour week in 
1951, which resulted in strike action. In each of these instances, the 
attainment by the unions of their objective resulted in large increases 
in the seamen’s take-home pay. 


STRIKES AND ARBITRATION AWARDS 


I shall not attempt to detail the numerous strikes and work stoppages 
that have constantly besieged the industry in recent years due to juris- 
dictional union strife or contract grievances and disputes, but I should 
like to summarize briefly those strikes that have involved wages and 


working conditions. 

September 4, 1946-September 12, 1946: Strike by west coast unions SUP and SIU 
to force approval of the negotiated wage agreement by the Wage Stabilization 
Board. 

September 13, 1946-September 21, 1946: Strike by east coast unions NMU. To 
force parity approval for wages negotiated by the west coast unions. Settled 
by arbitration (fly award). 

June 16, 1947-June 19, 1947: Strike NMU. To force agreement to a wage in- 
crease of 5 percent. 

June 16, 1951-June 26, 1951: Strike by east coast unions NMU, ARA, MBBA. 
To force agreement reducing the workweek to 40 hours. Approved by the 
Wage Stabilization Board. 

May 26, 1952—July 28, 1952: Strike by west coast SUP. To force agreement for 
wage increases and contract terms. 

November 5, 1952—November 10, 1952—Strike by west coast SUP. Alleged delays 
of Wage Stabilization Board approval of negotiated wage increases. 
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The following wage negotiations were finally resolved by arbitra- 
tion conducted by an arbitrator appointed by the Department of 
Labor. Certainly it cannot be said that the subsidized lines dictated 
the terms of these awards: 

Effective dates: 

June 15, 1946: An increase of $10 per month basic wages, and of 15 cents per 
hour overtime rate. Fly award (elimination of inequities). Approved by the 
Wage Stabilization Board. 

January 1, 1947: An increase of $10.30 per month basic wages, and of $.06 per hour 
overtime rate. Kleinsorg award, 6 percent increase. Approved by the Wage 
Stabilization Board. 

December 15, 1947: In increase of $12.10 per month basic wages and of $0.65 per 
hour overtime rate. Livingston award, 6.3 percent increase. 

June 16, 1952: An increase of $39.43 per month basic wages and of 58 cents per 
hour overtime rate. Horvitz award. 

A brief summary of the 8-year period 1945 to 1953 shows that 
commencing with a monthly base wage of $100 there have been 13 
wage adjustments aggregating a total increase of $202.32 in the 
monthly straight-time rates and $1.17 per hour in overtime rates for 
an A, B. In addition, the workweek for straight-time pay has been 
reduced from 56 to 40 hours per week. The adjustments were 
effected as follows. And that is what we discussed just before and 
it is in the table, Mr. Chairman. I can read them or 1 can discuss 
them. 

Mr. Wercue.. It shows 2 by arbitration, according to the table, 
instead of 7, is that right? 

Mr. Jmmison. Government participation is under E and under 
industry by arbitration. They are broken down. 

Mr. Weicuev. I mean arbitration is where some outside person 
or group made the final decision, is it 2 or is it 7? 

Mr. Juison. I still think there were seven, Mr. Chairman. 

Mr. Weicuet. When there is an industry group, that arbitration 
wasn’t the kind required by law. I am talking about those required 
by law. On that kind of arbitration there were really only 2, isn’t 
that correct, because under the labor laws there were just 2 by arbi- 
tration. Am I correct or not? 

Mr. Sueiiey. I think my mind is cleared up a little on the differ 
ence I had with Mr. Jimison earlier. 

On those that were approved by the Wage Stabilization Board, 
although they were jointly submitted by the employers and employees’ 
representatives, it is possible that some of those had been arrived 
at by arbitration between the parties first, but under the law govern- 
ing at that time that award even had to be approved by the Wage 
Stabilization Board, is that so? 

Mr. Jrmison. They had to be submitted to the Wage Stabilization 
Board for approval. 

Mr. SHetiey. And the wage that was finally paid was a Wage 
Stabilization Board decision and one of the steps toward that had 
been arbitration at the lower level between the parties. 

Mr. Jimison. That is correct. I would have to analyze each one 
of the settlements, which I will be glad to do. 

_ Mr. Weicnet. What I am talking about is arbitrations where it 

is decided by the outside group and where you agree upon it, you don’t 

call that arbitration, do you’ Do you call all of them arbitrations 
if they agree ? 
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Mr. Jimison. Oh, no. 

Mr. Wercne.. I thought arbitration was where someone else 
decided it independently. 

Mr. Jrmtson. If you arrive at a settlement by mutual agreement, 
there is no arbitration. But, on the other hand if you have a differ- 
ence and you put your case to arbitration and under our contracts 
we have the right of appointing 3 men, naming 3 men, and the union 
names 5 men, and if they cannot agree upon the seventh man we 
then call upon the Secretary of Labor. 

Mr. Weicuet. And the Secretary of Labor, through that group, 
might be the arbitrator ? 

Mr. Jrmison. I will be very glad to break these down. 

Mr. Wericue.. You don’t have to break them down. All I was 
getting at was where through outsiders you arbitrate between the 
industry and the employees. There were only 2 outside of this, 2 
cases of that. 

Mr. Jrison. That is right. 

Mr. Weicuet. All right, you may proceed. 
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Mr. Jimison (continuing) : 

Analysis of AASO presentation as it affects wages and collective 
bargaining: This analysis necessarily will be limited to the impact of 
the AASO proposal on labor relations and to point up some of the 
deficiencies in the supporting data. 

In consonance with well-defined national policy we believe that ex- 
cept in case of national peril, management and labor should be left 
free to work out their differences at the bargaining table. Both sides 
should be opposed to laws which will fix or limit a wage pattern for 
the industry. 

In our opinion, the AASO proposal now before your committee is 
such a law. Under the guise of limiting the amount of subsidy, we 
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believe it can be construed to place a ceiling on maritime wages. If 
this is correct, it is a direct interference with collective bargaining. 
Apparently this view is shared by the maritime unions. Union offi- 
cials vigorously oppose a rider to the Commerce Department appro- 
priations bill for fiscal 1954 which places such a ceiling on the pay- 
ment of wage differentials under the 1936 act. Sponsored by an indi- 
vidual member of the AASO on the plea it was necessary in order to 
put a ceiling on maritime wages, the rider to the appropriation bill, 
in form and content, is similar to the proviso in the pending proposal. 
The Commerce Department appropriation as it passed the House did 
not contain the rider. 

Conflicts in AASO presentation: The AASO has taken conflicting 
positions as to the present levels of maritime wages. In answer to a 
direct question by a committee member if wages were too high, the 
AASO’s president answered in the negative. This answer does not 
square with the AASO’s positions as set forth in its official publication, 
the Shipping Survey. In the November 1951 issue of the Survey, now 
a part of the record, the AASO states: 

The Government might well conclude that existing subsidies benefits are 
abused when they are used to win and maintain a standard of living for seamen 
substantially above the average standard enjoyed in industry generally. 

In the same publication for December 1952, the AASO states that 
one of the weaknesses of the Merchant Marine Act of 1936 is the— 
escalating effect on the industry wage costs where Government pays increases 
for subsidized owners even when rates exceed fair and reasonable levels. 


Also in the same issue we find the following statement : 


It was suggested that by placing a ceiling on the amount of American wages 
which could be subsidized, an incentive would be supplied to slow or stop the 
skyrocketing and disproportionate increase in earnings of American crewmen 
which, as chart II shows, have far outstripped earnings of shoreside workers. 

It is difficult to reconcile these policy statements with the AASO 
president’s answer that wages are not too high. 

We cannot understand how on the one hand the AASO argues that 
the subsidized lines under the 1936 act have contributed to a break- 
down of true collective bargaining and yet say that the wages re- 
sulting therefrom are not “too high.” Does the conflict in policy 
declarations mean that on the one hand the AASO president says 
wages are not too high in order to attract labor support to the proposal, 
and on the other hand to have the AASO take the position that the 
1986 act permits excessive wages in order to induce Congress to 
change the law ? 

In connection with the unfounded allegation that subsidized lines 
have capitulated to the unions in wage negotiations, it is well to point 
out that under the recapture provisions of the 1936 act the subsidized 
owners absorb in full or in part the costs of the wage increases if they 
are in a full or partial recapture position. It is not my purpose at 
this time nor am I qualified to explain to this committee the opera- 
tions of recapture provisions of existing law and its direct effect on 
the operators. This complicated subject will be explained by our 
expert witnesses to follow. Also several of the subsidized companies 
own and operate nonsubsidized ships. Occasionally a vessel eligible 
for subsidy will be time-chartered to the MSTS or to a private com- 
pany. When such a ship is on time charter the owner does not re- 
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ceive any subsidy under the 1936 act. In these cases the full cost of 
wages falls on the owner. 

The subsidized lines are well aware of the high cost of labor in the 
maritime industry. From a substandard position in comparison with 
labor in other industries, the seaman has progressed toward the top 
of the ladder. As we have pointed out, this climb is due to a combi- 
nation of many fortuitous circumstances, the most important of which 
has been the tenor of the times. 

In early 1952 the industry, having become alarmed at the measure 
of increases in labor costs, determined to have a full study and review 
made of its seagoing labor relations. A committee was formed to 
undertake the job. The committee represents every segment of the 
industry—nonsubsidized, subsidized, coastwise, intercoastal, and the 
domestic offshore trades. The subsidized operators support and have 
actively participated in the committee’s work. The committee re- 
tained the Industrial Relations Counselors, Inc., a consulting firm in 
the field of labor relations, to make an impartial survey. The specific 
areas of assignment were to analyze the processes, methods, and prob- 
lems of collective bargaining; to study the trend in seamen’s earn- 
ings and ship labor costs and analyze the factors underlying those 
tre ends; and to suggest a program of action to improve labor relations 
and to deal with increasing competitive disadvantages arising from 
spiraling labor costs. 4 IRC study of the facts was submitted to 
the industry committee in March of this year. It sets forth the re- 
sults of 10 months of ae nsive work. In formulating the report, the 
IRC talk in addition to consulting with executives of 50 representa- 
tive shipping companies on the east, gulf and west coasts, obtained 
data and advice from Government agencies such as the United States 
Maritime Administration, Interstate Commerce Commission, and the 
United States Bureau of Labor Statistics. The IRC also worked in 
collaboration with employer associations and with representatives of 
other employer bargaining groups. 

Ii. is significant that nowhere in the Industrial Relations Coun- 
selors’ report is the suggestion made that the 1936 act has had an 
escalating effect on the industry wage costs, or that the subsidized 
lines have abused the subsidy benefits in conducting labor negotiations. 
Nor is there any suggestion or charge in this impartial report that 
the subsidized lines have dominated wage negotiations. 

Based on my personal experience of some 16 years at the bargaining 
table, I can state without fear of contradiction that the payment of 
subsidy has never been a factor in wage negotiations. It has never 
been discussed around the bargaining table and to my knowledge 
has never been considered in the final consummation of the many 
agreements reached. 

Whether or not under normal conditions in contrast to the present 
cold and hot war emergencies the shipping companies operating in 
the foreign trade will be able to continue to pay wages at their present 
levels even with subsidy is dependent upon a number of variable 
factors. World economic conditions, the volume of cargoes avail- 
able to American ships, the level of freight rates and foreign dis- 
criminatory practices, are some of the vy rariables. This subject will 
be discussed in a report to be submitted to your committee by a later 
witness. 
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No one can quarrel with the statement that seamen’s monthly earn- 
ings are in excess of the monthly earnings of shoreside workers, But 
in its analysis the AASO fails to consider several factors this com- 
mittee should take into account in evaluating the material they have 
submitted in support of the proposed ame ndments to the 1936 act. 

In the shipping surveys and in the testimony of the principal wit- 
ness for the AASO, this committee was led to believe that the average 
monthly wages paid to employees of class I railroads of the U nited 
States, other than specialized groups, constituted a fair basis of com- 
parison with those of unlicensed seamen. We totally disagree with 
such conclusions. 

The comparison between seagoing wages and wages of the rail- 
road employees was made without regard to the fact that watch- 
standers on board oceangoing vessels normally work a 56-hour week, 
while statistics of the Interstate Commerce Commission clearly indi- 
cate that during 1952 employees of class I railroads worked approxi- 
mately 40.8 hours a week. In addition, there are two other factors 
which must necessarily be considered in connection with the wage 
level of seagoing personnel as compared with railroad employees: 

(1) The normal manning of American-flag vessels of the type en- 
gaged in the foreign trade contains a relatively high proportion of 
higher-cost supervisory employees, i. e., engineers, mates, and other 
specialists. The relative number of skilled personnel on board these 
vessels is in excess of the proportion contained in railroad employ- 
ment. The AASO has not adjusted their statistics to give effect to 
these factors. 

(2) In addition, while job descriptions may be similar, the respon- 
sibilities, training, and self-reliance required of seagoing skilled per- 
sonnel is far different from that required of shoreside workers. For 
example, the shoreside maintenance carpenter has available a fore- 
man and others on whom he can call for assistance. Other properly 
skilled personnel are readily available. His counterpart aboard ship 
cannot call for the same expert assistance in making regular or emer- 
gency repairs. He must, therefore, be possessed of a higher degree 
of skill for work to be done aboard ship. 

Further, the basic statistics used by the witness for the AASO in 
support of its calculations of wage subsidy costs are misleading. Not- 
withstanding the fact that the proposed amendments apply only to 
the foreign trades, the AASO has presented basic statistics which in- 
clude the higher earnings of seamen employed on ships in the inter- 
coastal and coastwise trades. The net result of inc luding these higher 
earnings is to distort the resulting figures, particularly when they are 
used for comparative purposes. If we are to have an accurate picture, 
these earnings must be eliminated. 

In view of the failure of AASO to consider all factors in presenting 
their case, the value of their figures, and the conclusions hased thereon, 
must be discounted. In view of the full disclosure of the facts which 
we are making, I am certain that this committee and the Congress will 
determine that the suggestions and the charges made by the A. ASO 
against the unions, the subsidized lines, and existing national mari- 
time policy are without foundation or merit. 

We stand ready at all times to furnish to this committee any fur- 
ther data we may have, or be able to obtain, that will be of assistance 
in charting a sound national maritime policy. 
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Mr. Weicuev. Are there any questions of the witness? 

Mr. Auten. Mr. Jimison, back on page 21 of your statement it goes 
into the point that I was trying to get an understanding from Mr. 
Pennington on. 

I would like to be able to trace this subsidy payment so that I could 
demonstrate to myself and anyone else who took me on that the in- 
creased cost of the wages is actually paid by the line out of a profit 
account if it gets in a position where it is in a recapture position. 

Mr. Jimtson. That is correct. 

Mr. Auten. Can you trace it for me and make me understand'that? 

Mr. Jrmison. Mr. Allen, I am not going to endeavor to get into 
finances here because we are going to have a subsequent witness, but 
as long as I make the statement in here that I have that if we are in 
a partial or a full recapture period, then the impact of all wage in- 
creases are borne by us and not by the Government. I don’t know the 
percentage of our vessels today that are running in the red with 
subsidies, but it is quite substantial. It is in excess of one-third of a 
large fleet. 

Mr. Auien. If there is no recapture involved and if the profit is 
an even 10 percent, would it not then be true that all the differential 
would be paid by the Government and the fact that you paid higher 
wages than necessary would not be reflected in your profit account ¢ 

Mr. Jimison. Provided you take in all the factors of good, sound 
management, good traflic solicitation, good freight rates, good volume 
of cargo moving to the end that you could break even or make 10 
percent of your capital necessarily employed. If you were not in a 

recapture position then I would much prefer to defer that question to 
a finance man who will follow me, Mr. Nemec. Good sound business 
judgment compels you to resist increases in wages when you know that 
you may be in a loss position, a losing market, and if you have got to 
sail your ships and make the minimum number of sailings per annum 
over a certain trade route. Whether you sail them at one- Jalf of ca- 
pacity or one-third of capacity or sail them home light, you can get in 
a losing position. 

Mr. Auten. I can see where you can get in a loss position easily. 
But I cannot see where that payment of the difference between the 
local and the foreign wage cost is going to make any difference to the 
profit, whether you are losing or making money. 

Mr. Jrmison. You asked the question of Mr. Pennington, approxi- 
mately what percentage of the wages would bear to the total expense 
of the ship. Well, roughly, it will run 43 to 44 percent. It will vary 
depending on the number of the crew carried. For example, on the 
C-3 you carry a crew of 50 men and on a C-4 you carry 46 men and 
on a C-1 you carry 42 men. 

If your wage cost is only 30 to 40 percent and your wages are sub- 
sidized 50 or 70 percent or 72 percent or whatever they are subsidized, 
that is a minor factor in your overall operations because you have still 
got 66 percent of your operation that is not subsidized that you can 
take a loss on. : 

Mr. Auten. I can understand that and I know that I do not phrase 
my question properly. But if you are running your ship and you 
are paying $500 for wages per day and of that $500 r= day the 
Government is paying $300 and you are charging yourself $200 in the 
long run, what difference does it make whether on the other ex- 
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penses you have a profit or a loss or what, so long as you are in the 
operating position of making a profit and not over 10 percent ? 

Mr. Jimison. Well, in the first premise you want to kep your operat- 
ing expenses as low as possible through good, sound business manage- 
ment. 

Mr. Auten. We will stop right there because that is the point where 
I think we meet an argument which we cannot answer. You want to 
keep all your expenses down, I realize, but you are not going to keep 
your wages down to below the subsidized point. If you are not going 
to keep them below that and anything below that would affect your 
profits, where does it make any difference to you whether you pay 
a seaman $200, which might be the foreign level or $400 which is what 
you agree to pay him, so long as anything over the $200 comes out of 
the Government? Why do you want to keep that expense down ? 

Mr. Jrmison. Well, for one thing we may not always be a subsidized 
operator and any cost you incur and any wage levels that are raised, 
you are going to have an awful time getting them back down again. 

Further, that wage cost is only one of the factors that goes to make 
up your daily vessel cost. You get yourself in a partial or a full re- 
capture period. If you get yourself in that situation you are paying 
the full impact of them yourself. 

Mr. Au.en. I can understand keeping the other costs down, and 
I can explain to other people why you are going to keep them down 
because if you don’t keep them down it comes out of your profits, but 
on this wage account it 1s different and the argument is put, “Well, it 
is just like a cost-plus contract,” and you know what private operators 
did with the Government money when they were doing business on a 
cost-plus contract basis. Here the argument is put up to us that you 
are doing business so far as wages are concerned on a sort of a cost- 
plus contract or something similar to it, in that the wasting of Gov- 
ernment funds if you pay more than is necessary makes no difference 
to the operator. 

Mr. Jimison. Well, in the first place it is not prudent management 
to throw away the Government funds or your own funds in raising 
wage levels beyond any reasonable figure if you have ships that are 
nonsubsidized in a fleet and the impact of your wages on the sub- 
sidized fleet comes home to roost on the unsubsidized vessels and any 
wage levels you raise yourself you are going to live with. 

Mr. Auten. That is the best answer that I can pass on. 

As I understand it, there are now about 1,100 ships operating and 
350 are subsidized. If the 350 subsidized ships were paying wages 
far in excess of the best wages that could be obtained by collective 
bargaining and doing so possibly because the Government was paying 
this differential, would that fact of necessity take the other 800 ships 
up to the level paid by the subsidized lines? 

Mr. Jrmison. I think that is very well borne out by the charges 
made before this committee that we are responsible for the high 
wages at the present time, when at the present time there are only 
289 subsidized vessels, and yet the subsidized and the unsubsidized 
and the coastwise and the intercoastal and the tankers are practically 
all paying the same wage scale, practically the entire 1,100 or 1,200 
as the 289 and it certainly would be a case of the tail wagging the dog. 
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Further, the tanker group and the coastwise and the intercoastal 
have sat in on these negotiations arriving at our present wages to get us 
where we are today. 

Mr. Auten. I do not necessarily believe all the charges, either. 
Would it be your opinion that if the wages fixed for 300 ml by the 
subsidized operators would so influence the labor market that the 
other lines, if they all stood together, could not bargain downward 
from the subsidized level ? 


Mr. Jrmison. I do not believe they could. I think you would enjoy 


one of the nicest strikes that we have had on the waterfront for quite 
a little time. 


Mr. Auten. You don’t think the economic force would be on the 
side of labor, the other unsubsidized people would not go in? 

Mr. Jrmison. The best answer I could give you at this time is an 
editorial or rather an article which appeared in the New York Times 
as of Wednesday, May 27, 1953, where in the subheading of the article 
it says, “NMU head declares owners seek to return to old days— 


statement on high pay for seamen is termed in error.” And that is 
downward. 


I would like to leave that article for the record if I may, Mr. Chair- 
man. 

Mr. Weicnex. All right, it may be inserted. 

(Newspaper article is as follows: ) 


[From the New York Times, May 27, 1953] 
CURRAN ANSWERS SHIP OPERATORS, SAYS UNION Won’t YIELD ITs GAINS 


NMU HEAD DECLARES OWNERS SEEK RETURN TO OLD DAYS—STATEMENT ON HIGH PAY 
FOR SEAMEN IS TERMED IN ERROR 


The National Maritime Union, CIO, “will never negotiate backwards,” Joseph 
Curran, president of the 45,000- member organization, declared yesterday in 
answering a statement by Atlantic and Gulf coast operators rejecting union de- 
mands for a new contract and outlining new principles under which they expect to 
conduct future negotiations. 

“The shipowners haven’t learned yet that they have to live with and bargain 
with a union,” Mr. Curran said. “It’s customary for the owners to hand us a 
lot of junk like this and then run like hell on June 15.” 

He had reference to the shipowners’ action of Monday, which not only rejected 
100 or more union proposals for contract revisions and increased wages, but 
insisted on the following counter-demands: Elimination from the present contract 
of glaring examples of featherbedding; insertion in the contract of a manage- 
ment prerogative clause, and creation of monetary penalties for work stoppages 
and contract violations. 

HIGHER OPERATING COSTS SEEN 


The operators, represented by the Committee for Companies and Agents, At- 
lantic and Gulf Coasts, headed by Walter E. Maloney as chairman, asserted that 
union demands would increase the “already overburdened operating costs of the 
American-flag ships.” The present contract will expire June 15. 

Mr. Curran, in a prepared statement, supplemented by considerable additional 
comment in an interview at union headquarters, 346 West 17th Street, replied to 
the operators point by point and was particularly sharp with regard to manage- 
ment prerogatives. 

“By the prerogative clause,” he said, “they want the so-called good old days 
of hiring off the docks, out of the gin mills. They want to promote and transfer 
with no restrictions and go back to the days of the blacklist when there was no 
union. 

“Any removal of the protection of the hiring clause or an attempt to eliminate 
the central hiring hall would lead to the greatest strike they ever saw. If ever 
a union would go down fighting, the NMU would on the hiring-hall issue, every 
man. That’s our lifeblood.” 
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The union official insisted that, in common with all other American workers, 
the seamen had the legal right to seek needed improvements in a new contract. 
He charged that the ship companies were raising the customary cry of bankruptcy. 

Mr. Curran took issue with a statement by the operators that the earnings of 
seamen had risen 568 percent over 1939 and that the average seaman today 
received $465 a month. 

Emphasizing that the union made no apology for gains over the years, he 
provided statistics putting the able seaman’s monthly wages at $302.32 on the 
basis of a 40-hour week. Gross earnings for a 30-day month, including 4 Satur- 
days and Sundays at an overtime rate of $1.87 an hour, amount to $422 a month, 
he said. 

He compared this to the comparable shore rating of a shipyard rigger, working 
the same spread of hours. The rigger, he said, would receive $558, or an average 
hourly wage of $2.33, compared with an hourly average of $1.76 for the able 
seaman. 

Seoffing at management’s cry of bankruptcy, Mr. Curran cited the financial 
standings of three major companies. He said that net profits after taxes of the 
American Export Lines in the last 2 years ranged from $2,200,000 to $3,800,000 ; 
Moore-McCormack Lines, from $9 million to $10 million, and United States Lines, 
from $7 million to $10,500,000. 

FEDERAL REPAYMENT NOTED 

Commenting on a management charge of featherbedding in connection with 
payment of war bonuses in European waters, the official lnughed and asserted 
that the Federal Government reimbursed the companies for such bonuses. 

In regard to work stoppages on ships, the union official asserted that the only 
stoppages that occurred were “impulsive actions by crews when shipowners fail 
to recognize the black and white of contract clauses.” 

Mr. Curran stressed that the union desired to sit down with the shipowners 
and bargain “in good faith.” He said that 95 percent of the so-called 100 de- 
mands were proposals for clarification of contract clauses ; that no definite money 
demands had been made. 

He noted that 122 companies under contract to the NMU were now holding 
contract talks with the union. These include 39 companies and 6 collier com- 
panies as well as dry cargo and passenger lines. 

He said that he anticipated the same type of reactions on union-contract de- 
mands from the tanker and collier operators, but was hopeful that negotiations 
would be successful before the June 15 deadline. 

Mr. Suetxiey. I gather, from your introduction of yourself at the 
opening of your statement, that you sat in on collective bargaining 
representing your group of companies, on the committee that bar- 
gains for groups of companies. 

Mr. Jrmison. That is right. 

Mr. Suetiey. And you are connected with what line? 

Mr. Jrmtson. Lvkes Bros., in New Orleans, La. 

Mr. Suettey. When you sat in on collective bargaining matters 
with the NMU, are there other people besides the subsidized lines 
on that committee ? 

Mr. Jrmtson. There are. 

Mr. Sreiiry. How is the committee made up? How many are on 
it? 

Mr. Jrmtson. As a rule it is 14 and a breakdown of that would show 
that there are about 7 in subsidized lines. The balance on nonsubsi- 
dized coastwise, intercoastal, and that is exclusive from the wet cargo 
group, the tanker group, because they negotiate separately. 

Mr. SHELLEY. Does that represent 14 companies ? 

Mr. Jru1son. There are 14 members of the committee. Those 14 
members of the committee represent, and I brought those figures—- 
there are a total of 39 companies represented in these negotiations by 
the American merchant marine group, their companies and agenis 
that bargain with the NMU, and the 14 select others. 
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Mr. Suetiey. Fourteen negotiators for the 39 companies? 

Mr. Jimison. Yes, sir. 

Mr. Suetiey. And if they arrive at an understanding, does that 
go back for approval or discussion with the 39 companies ? 

Mr. Jimison. No, sir. Before you go into negotiations they put 
their faith in the hands of the negotiating committee by a letter and 
the committee negotiates for the group. 

Mr. Suetiey. And they have the full power to use their discretion 
and act and arrive at an agreement ? 

Mr. Jrmison. Yes, sir, and consummate an agreement. 

Mr. Surtiey. How many subsidized operators are there in that 
39 companies ? 

Mr. Jimison. Will you give mea couple of minutes to count? 

Mr. Suewtey. Yes, sir. 

Mr. Jimison. According to this list of companies which I was fur- 
nished last week, there are 6 out of 39. 

Mr. Suetiey. Six out of thirty-nine? 

Mr. Jitison. Yes, sir. 

Mr. Suetiey. So then the subsidized lines negotiate new contracts, 
and those members of this committee in which you take part are 
actually a minority of the lines represented by that committee ? 

Mr. Jamison. They are about 20 percent, less than 20 percent. 

Mr. Suetitry. Would you say in your experience that the sub- 
sidized lines had dominated the negotiations? 

Mr. Jimtson. No; I would not say that they have dominated the 
negotiations. I might say that they have taken more interest in the 
negotiations because, answering your question and also at the same 
time answering Congressman Allen’s question, I think we have got a 
dual obligation, not only to our employer but to the Government being 
a subsidized operator, to protect the interest and to take an interest 
and instead of taking a lackadaisical “let them go up, the Govern- 
ment will pick up the check” that is as far from the truth as I have 
heard. 

Mr. Suetiey. Are there some of the 14 men connected with or 
represented by nonsubsidized tankers or coastwise lines? 

Mr. Jrmison. No tanker groups. The tanker groups negotiate in- 
dividually with the NMU. There are unsubsidized lines such as the 
Waterman Steamship Co. and the United Fruit Co. 

Mr. Suetiey. The tankers negotiate separately ? 

Mr. Jrmison. Yes, sir. 

Mr. Suettry. Do they have a separate contract? 

Mr. Jimison. Yes, sir; they have a separate contract and they have 
a separate negotiating ¢ ommittee. 

Mr. Suetiey. How are the wages as arrived at in the contract? 
Are they comparable with the wages in the contract that you people 
have? 

Mr. Jrison. Identical, or in some cases slightly higher because 
of some cases there is a premium pay on account of tanker operations, 
the short time in port. 

Mr. Suetiey. And no tanker vessels are subsidized under the 1936 
act. 

Mr. Jimison. Not to my knowledge, no. 

Mr. Suetiry. I don’t know whether you are the person to answer 
this as part of Mr. Allen’s question or you can throw some light on it, 
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but how does the Federal Maritime Board and its predecessor the Fed- 
eral Maritime Commission settling up with any company operating 
under subsidy on what is owing the Government or what is owing the 
line from the earnings on vessels oper rated? Do they do it on a 
monthly basis, an annual basis, every 2 years or every 4 years? How 
do they do it? 

Mr. Jimison. I am not qualified to answer that question. I cannot 
answer to questions of that type, but there is a witness to follow me 
by the name of Mr. Nemec, who is vice president of our company in 
charge of finance whom you could ask any question on finance. I 
cannot answer you. I don’t know. 

Mr. Sue.ey. I will reserve those questions for him. 

Thank you. 

Mr. AtLeNn. Mr. Jimison, in the statement, the quotation from the 
New York Times which you submitted, I note this paragraph which 
gets at the point I am trying to clear up and on which I would like to 
get some understanding. 

Mr. Curran is quoted here in this sentence: 

Commenting on a management charge of featherbedding in connection with 
payment of war bonuses in European waters, the official laughed and asserted 
that the Federal Government reimbursed the companies for such bonuses, 

That is exactly the point that is thrown at us time after time, that 
the companies shouldn’t complain about these higher wages going to 
excess because the Federal Government picks up the check anyway 
and that it is a difficult statement for me at least to refute with an 
understanding answer. 

Mr. Jrm1son. Congressman Allen, during the war period when the 
ships were requisitioned and there was a body known as the Maritime 
War Emergency Board and it set the measure of war-risk bonuses, 
they reimbursed you 100 percent because they were paying all bills, but 
at that time there was no profit, there was no subsidy, ‘there was no 
requirement for trade routes or anything else. They went where they 
were told to go. 

With the return to subsidy the war-risk bonus which is paid for 
certain areas is paid by the operator and it goes into his overall wage 
structure and if you are reimbursed you are reimbursed a percentage 
of your bonus. If you make a sailing with a vessel that is not subsi- 
dized, say that we have an authorized number of sailings into the 
Mediterranean, if we make one more with the permission of the Fed- 
eral Maritime Commission or Administration we pick up the check 
on the war bonus. That is not reimbursed to us. It is not a reim- 
bursible item any more than our wages are or any more than any other 
item on a ship. 

Mr. Auten. By the same taken, if you make all the rest of your 
voyages except that last one, is it actually picked up by the Govern- 
ment ¢ 

_Mr. Jrison. A portion of it, the portion of it that is subsidizible. 
Not all of it. If we were not prudent and what we consider diligent 
in our obligation to our company and to our management and likewise 
to the Federal Maritime Board, we would not protest that payment 
of $2.50 per day bonus if we had the attitude “Let it go, the Govern- 
ment will pick up the ticket.” 


Mr. Auten. I appreciate the fact that the attitude seems to exist, 
but I still wish I could explain it. 
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Mr. Jrmison. I would like to be able to help you, but I think before 
Mr. Nemec gets through with his explanation, I think from a finance 
point of view he will give you a complete answer to that. 

Mr. Auten. Thank you. 

Mr. Weicuet. You refer, on page 21, to the fact that the shipowners 
and operators, subsidized and unsubsidized, became alarmed at the 
high cost of labor and you employed the “Industrial Relations Counsel- 
lors, Inc.,” to make a study and submit a report. Is that report avail- 
able to the public and this committee if they should want to see it? 

Mr. Jimison. It has not been made available yet, Mr. Chairman. 
I understand that certain copies of it have been filed with certain Gov- 
ernment bodies down here. I have an idea that one is available through 
the Maritime Administration. 

Mr. Wercuet. Is it true that as stated in the press that the find- 
ings were not entirely in accord with what the committee thought 
they would find ? 

Mr. Jrmison. I cannot answer that one. 

Mr. Weicnev. There was a story in the press. 

Mr. Jimison. I have a press release, part I. 

Mr. Weicuev. Not the press release, but with reference to the 
study, that they did not release it because the findings were not what 
they expected to find. 

Mr. Jrmison. That is not in accord with anything I have heard. 

Mr. Weicue.. The whole, complete survey and study and findings; 
are you going to file them with this committee; make it a part of these 
hearings ? 

Mr. Jrtson. I could not do it, Mr. Chairman. I do not have it. 

Mr. Weicue.. These are the people who had this done. You say 
you do not have the authority to give the whole thing to this com- 
mittee ? 

Mr. Jomuison. It has not been released. When it is released by the 
committee I am sure that a copy can be filed with this committee. 

Mr. Wercuet. I am talking about the bare facts that they found. 

Mr. Jruison. You are enlightening me. I am not familiar with 
any such statement. Maybe that is because I have been down in New 
Orleans and the committee is in New York. I have had part 1 avail- 
able to me and have returned it to New York. If and when the com- 
mittee releases it I will be glad to release it through the chairman or 
through the secretary, Mr. Gallagher, to file copies here. 

Mr. Ray. Is it not out of order to rest the testimony on a report 
which is not available? I should think if the report is not available 
we would be compelled to strike the references which you make in 
your statement to that report. 

Mr. Jimison. I will be glad to endeavor to obtain copies from the 
committee in New York and file them with your committee. 

Mr. Ray. I think that should be done or we should delete the para- 
graph that deals with the report. 

Mr. Jitison. I do not quote the report except to say that there 
was something derogatory in the report against the subsidized oper- 
ators, that they were out in front leading the field. 

Mr. Wercuen. Is there a secret about it? 

Mr. Jrmtson. I cannot answer your question until I get in touch 
with Mr. McAuliffe or Mr. Gallagher in New York. 
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Mr. Wercuet. If you want to file it, all right, and if you do not 
want to file it, that it is not satisfactory, that is all right with me. 

Mr. Jimison. You are enlightening me when you say that the report 
was unsatisfactory. 

Mr. Wercuet. I didn’t say that. I said there were reports to that 
effect. If you do not know anything about it, it is more interesting 
to me, the fact that the report has not been released. 

Mr. Jrmison. I am not a member of that committee, but Mr. Lykes 
isa member of that committee. 

Mr. Weicuet. He keeps the secret to himself. 

Mr. Jimison. Yes, sir. 

Mr, Weicuet. I was wondering where the dividing line is. 

Mr. Jruison. If he did know it I don’t know. I haven’t seen him 
in 3 weeks. 

Mr. Wricuet. Is there anybody here who knows anything about it, 
anybody representing all these lines? 

Mr. Jruison. I cannot answer that, sir. 

Mr. Wercnet. We shouldn’t have called for volunteers. 

Mr. Suettery. I might say that I think it might be in order to ask 
Mr. Pennington by letter to submit a report of the McKinsey report. 
I have it in my office and I read it and it says that the trouble on 
the west coast is that the shipowners cannot get together among them- 
selves. He only quoted certain portions of that. 

Mr. Wercuev. Do you make that request ? 

Mr. Suerrry. I make the request that Mr. Pennington be asked 
to supply it for this committee, the full report. 

Mr. Wertcuet. Without objection, it will be included. 

(The report is on file with the clerk of the committee.) 

Mr. Weicuet. And with reference to the report of the Industrial 
Relations Counsellors, Inc., what about that? 

Mr. Jrmtson. I will make the statement that as soon as it is re- 
leased I will make the request and file it with your committee. 

Mr. Wercuet. And there will be people available for questioning 
on the report. 

Mr. Jrmison. I am sure there will be. 

Mr. Weicne.. Well, we will receive it when it gets here and insert 
it in the record. 

(Report of Industrial Relations Counsellors, Inc., is as follows.) 

Mr. Roseson. I understand you are on some kind of a negotiating 
coinmittee. 

Mr. Jrmtson. Yes, sir. 

Mr. Roseson. Is that still a functioning committee? 

Mr. Jrutson. Yes, sir. 

Mr. Rozeson. Do you contemplate negotiating further costs of 
operating ships on higher wages? You said you did not contemplate, 
I believe you said nobody contemplated that they were going to 
negotiate them downward. 

Mr. Jrmison. We have been requested by 1 union within the last 2 
weeks in their proposal to us to increase their conditions on 101 items, 
including a substantial wage increase, a substantial overtime increase, 
and a substantial increase in pension and welfare benefit payments. 
We are in the course of that negotiation at the present time. 

Mr. Rozeson. And in view of the fact that subsidizing ships isn’t 
so popular and this committee undoubtedly has a problem of getting 
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support for building and operating, do you think if you haven’t done 
it now that after a while you will price the services of the American 
ships off the market? They are almost priced off now. 

Mr. Jimison. I can say that if we go much higher we are going to 
have the highest unemployed seamen in the world. 

Mr. Harr. Is that a threat or a promise? 

Mr. Jrmison. That is a prophecy. 

Mr. Roseson. What interested me was that all these things arrived 
at by negotiating and bargaining have brought it to a point now where 
it makes for serious obstacles to have a merchant marine, that is the 
cost or whatever the costs are. 

Mr. Jimison. Your statement is 100 percent correct in my opinion. 

Mr. Ropeson. Is there no help toward getting the costs down? Do 
you anticipate any help in that direction from any where? 

Mr. Jimison. We have submitted a counter proposal which asks for a 
downward revision and a correction of premium payments that we 
are making at the present time. That is the reason I introduced that 
answer to one of the presidents of one of the unions because we are 
endeavoring to negotiate downward in one of our counterproposals to 
eliminate some of the premium payments we are making at the present 
time. 

Mr. Rosgson. This war risk insurance, the Government was paying 
it, I understand. 

Mr. Jimison. They did during the war period. 

Mr. Rozrson. And now it is sort of taken over as a bonus payment 
in addition to wages by the operators, is that right? 

Mr. Jrmtson. It pursued right on. 

Mr. Rozgeson. It got to be permanent. 

Mr. Jumison. It is not permanent. It is not folded into the wage 
structure. You pay for so many days within certain waters that are 
allegedly subject to war hazards. 

Mr. Roseson. Who determines whose waters, the Navy? 

Mr. Jimison. That was originally determined by the Maritime War 
Emergency Board. Then we got some relief on that and got a down- 
ward revision on the amount of payments and got some changes in 
the confines of possible hazardous waters and possible nonhazardous 
waters in which the Navy participated. It was a tripartite board that 
arranged that. 

Mr. Roxzsgson. If it is not a secret, how wide are the hazardous 
waters ¢ 

Mr. Jrmison. We maintain that the hazard of war is over and we 
are endeavoring to eliminate the war bonus payment, especially in 
the European area like in the English Channel and the North Sea 
and the Mediterranean, but to the contrary one of the unionmen has 
stated that we should not care because the Government picks up the 
check anyway. Well, wedothat. We are endeavoring to eliminate it, 
which is the same thing as trying to keep the wages within reasonable 
bounds. 

Mr. Rozseson. What percentage of the ships that are susidized are 
involved in that extra payment for war risk 

Mr. Jrtison. I would say practically everyone that sails because 
they either go into the European—no; those that go to South America 
would not, because there is no hazard there, no alleged hazard there. 

Mr. Rogeson. And they do not pay it. 
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Mr. Jrmison. There is none paid for the east or west coast of 
South America, but if you go into the Mediterranean area, the United 
Kingdom, or the Far East, you are then in the war bonus area. 

Mr. WeicueL. You mean now ¢ 

Mr. Jrmison. Yes, sir. 

Mr. Weicue.. Ever since 1945? 

Mr. Jrmison. Yes, sir. 

Mr. Weicuev. Is that part of your labor contract? 

Mr. Jrmtson. It was part of a contract that carried over. 

Mr. Weicuet. You made that by agreement? 

Mr. Jumison. No; that was made and given to us by the Maritime 
War Emergency Board that was formed December 16, 1941, and which 
went out of existence in 1946. 

Mr. Weicue.. But since 1946 there was nobody forcing you to 
do that. 

Mr. Jrmison. There has still been a hazard there and there have 
been ships that have blown up from floating mines and torpedoes 
where the war hazard did continue, but we maintain that was over 
now. 

Mr. Weicue.. But nobody was forcing you except yourself. 

Mr. Jimison. Except the union. 

Mr. Weicuet. Well, you agreed to it. 

Mr. Jrmison. We agreed to it rather than have a stoppage. 

Mr. Weicuer. Even though there was nothing hazardous, in fact ? 

Mr. Jimison. I cannot say there was nothing hazardous in fact, 
but we think that the hazard is eliminated and that the floating mines 
that were around there are not around any more. 

Mr. Weicuet. How long do you think that will go on? 

Mr. Jruuson. By the insurance statistics, within the last year. 

Mr. Weicuex. By which insurance statistics, by the Government 
war risk insurance, or by the private companies? 

Mr. Jumison. By private companies like Lloyds, the actuarial re- 
port of ships striking mines. 

Mr. Roseson. What I was wondering about was that this negotiat- 
ing business ends up in higher and higher costs. There is no expecta- 
tion that it will not continue to do so, is there ¢ 

Mr. Jrmison. As I pointed out 

Mr. Roseson. So the subsidy gets higher and higher. 

Mr. Jimison. As I pointed out, we have taken a number of strikes 
in 1945 to keep from running higher and we are endeavoring to 
negotiate downward now. But for the reasons of the Korean situa- 
tion, you have got a Korean situation that the ships must keep moving. 
We have been assured that if we do not handle the cargoes somebody 
else will. 

Mr. Roprson. Regardless of your part, you have Government 
agencies arriving at the end result and bringing you along with them. 

Mr. JIMison. Y es. Of course, you can go broke very well by tying 
up your fleet. 

Mr. Roseson. So there is nothing to do but go along. 

Mr. Jumison. You resist to the best of your ¢ ability and negotiate to 
the best of your ability until you are forced into a situation. 

Mr. Roseson. If the Government had not been in the business of 
helping establish all these rates and benefits and other things, could it 
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have been any different if just you and the employees were arriving 
at these things? 

Mr. Jimison. It is very possible that the basic wage scale might-have 
been where it is now, but some of the premium items might not have 
been in there and we would not have been on this expensive item if 
Captain Conway had not given the 48-hour week in 1946 which started 
us on the 44-hour week in 1951, and we took a strike on that issue. 

Mr. Sreety-Brown. On page 13 of your testimony, the last sentence 
in your second paragraph, you state: 

It is obvious that this Government policy has and will continue to exert a 
material influence on the collective bargaining in the maritime industry. 

Do you challenge the policy to which you refer in the first part of 
that paragraph ? 

Mr. Jrmtson. May I have your question again ¢ 

Mr. Srety-Brown, Yes, sir. You said: 

It is obvious that this Government policy has and will continue to exert a 
material influence on the collective bargaining in the maritime industry. 


And I say this Government policy, referring to the policy which 
you have described in the beginning of that paragraph, do you chal- 
lenge that policy? Do you think it is a policy that should be changed 
or do you think it is a policy that is inevitable with the responsibility 
the Government has today ? 

Mr. Jimison. I think with the Korean situation, it is inevitable 
with the responsibility the Government has today. 

Mr. Seety-Brown. That is what I am getting at. 

Mr. Jimison. Because the ships and the military cargoes must move. 
If we cannot get our own house in order with the union to the end that 
our ships are tied up and the military ships move and it is necessary for 
the Maritime Administration to break out additional tonnage and 
turn them over to somebody that they will sail for, and the statement 
I make is that it will continue until we have a peaceful situation in 
Korea. 

Mr. SeeLty-Brown. I wanted to make sure that your statement was 
not an implied objection, if you will, to the policy. 

Mr. Juuison. No, it is not an implied objection to the policy. 1 
think it is a statement of fact of something we have got to live with. 

Mr. Srety-Brown. I think you are correct, but I wanted to make 
sure that is what you meant. 

Mr. Bonner. During the time that the unsubsidized witnesses were 
testifying, if I recall, the statement was made that wages were com- 
parable to other employment or were higher, rather, on the sea than 
on the land. Is that correct? 

Mr. Jimtson. Yes, sir, that they are higher on sea than they are on 
land, and as I pointed out in my statement the seamen work 56 hours 
a week, especially the watchstanders, whereas they are comparing that 
with a 40-hour week on shoreside employ ees, and we do not think it is 
comparable. 

Mr. Bonner. You mean you think it is comparable? 

Mr. Jrmison. It is higher by virtue of the number of work hours. 

Mr. Bonner. You mean then you do not think it is justified? You 
were in the negotiations. In other words, you had to give to keep 
your ships operating and pay a higher price. 

Mr. Jimison. That is right. 
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Mr. Bonner. But comparable wages are not paid on shore? 

Mr. Jrmison. Of course, they have had their troubles on shore, but 
[I don’t think they have been beset by as many strikes or bewitching 
troubles as we have been in the steamship industry. 

Mr. Bonner. What justifies having to pay a higher wage at sea than 
would be comparable on land employment ? 

Mr. Jrmison. That is a big question, Mr. Bonner. 

Mr. Bonner. I am not complaining about the salaries and wages 
that men earn, but it is so evident that if some help isn’t given the 
merchant marine we just won’t have a merchant marine. If these 
wages increase and there is no reason shown on that side, those 
Members of the House who do not deal with this problem from day to 
day will say, “Let somebody else carry it.” 

Of course we want to keep a merchant marine for the industrial 
reasons of this country as well as for the national defense asset, but 
this thing as I understand it is getting out of reason, getting out of 
line. 

Mr. Jrmtson. As I say, perhaps the base wage is not out of line but 
the premium payments which are fringe benefits within the contract, 
because the seaman, in addition to the fact that he works a 56-hour 
week as against a 40-hour week on the shoreside jobs—that makes a 
great difference to begin with. 

Then if you take on a Saturday and Sunday at sea, that is 16 hours 
and you have 414 of those in each month, you have got roughly 70 
avertime hours to be paid to all the watchstanders on the ship, so 
that naturally when it comes to the end of the month that increases 
the take-home pay and that was brought about by the equalization 
of the 40-hour week at sea with the 40-hour week shoreside. Does 
that answer your question ? 

Mr. Bonner. I guess it does, but I feel very sympathetic towards 
people who earn wages and salaries, but even with all my sympathies 
it seems like many things are provided on shipboard. Does that take 
into consideration the lodging and food in comparing it with the 
shore pay ¢ 

Mr. Jimison. They are not taken into consideration from the stand- 
point that that is part of the employment of the seaman. To enable the 
ship to make a voyage you have to provide a place for him to sleep and 
eat. If you could keep your ship alongside the dock all the time you 
wouldn’t have to provide those facilities. 

Mr. Bonner. Are the requirements for those facilities excessive ? 

Mr. Jrmison. No, I wouldn’t say that the requirements for the 
facilities are excessive, no. You have to feed them and sleep them and 
you have to give them good, clean, sanitary quarters in which to live. 

Mr. Bonner. Well, that is desired and naturally to be asked for. It 
interested me when these people were testifying, they left the impres- 
sion that the Government subsidy on labor was just boosting this 
wage thing way up beyond all reason and since you said you were on 
the Board that negotiated it, I presume that you are very familiar with 
it and knew what the condition was and if it was so given by the 
Government subsidy you are respecting it. 

Mr. Jrmison. I have never been happy with the agreements we have 
consummated, but I have never gone out of the meeting satisfied and 
happy. 
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Mr. Suetiry. The basic workweek of the seafaring man is a 40- 
hour week ; is it not? 

Mr. Jrmison. It is now, since 1951. 

Mr. Suetiey. And that is not at all different from the basic work- 
week ashore in practically all occupations. 

Mr. Jrmison. No. 

Mr. SuHettry. Do you think that the seagoing man is entitled to 

1 basic workweek comparable to shoreside ‘employment or, just be- 
cause he goes to sea should he be required to work longer hours per 
week at a comparable wage to what the shoreside employee gets for 
his 40-hour week ? 

Mr. Jrmison. That is a difficult question to answer. 

Mr. Suetzey. I don’t know whether it is difficult. 

Mr. Jrmison. My own personal opinion, is that by nature of his 
employment and the additional emolument that he has by going to 
sea, | think he should work the 56-hour week and not the 40-hour 
week. 

Mr. Suettey. He should work the 56-hour week ? 

Mr. Jimison. Yes, sir. 

Mr. Sueiiey. At what wage? 

Mr. Jrimison. At a reasonable wage. 

Mr. SHeitey. You mean not at what he gets for a 56-hour week ? 

Mr. Jimison. No; I think it is too high ‘with the premium pay. 

Mr. Suetrey. In other words, he gets his basic wage and let us 
take a watch stander on deck, he gets his basic wage for a 40-hour 
week. 

Mr. Jrmuson. Yes. 

Mr. Suetpey. In return for which he stands a certain number of 
watches. 

Mr. Jrison. Four on and 8 off. 

Mr. Suetitey. And since the ship at sea operate clear around the 
clock, then it is necessary for him to stand those watches on what 
would otherwise be his days off. 

Mr. Jrmison. That is right, on Saturdays and Sundays and holidays. 

Mr. Sueviey. And he gets overtime pay for that. 

Mr. Jrmison. That is correct, sir. 

Mr. Sueixey. In other words, going back again to the man ashore 
who works 40 hours a week from Monday to Friday inclusive, if he 
works Saturdays or Sundays or on certain designated holidays he 
gets overtime in addition to his pay for the 40- hour week. 

Mr. Jrison. That is right. 

Mr. SHe.iey. And so the watch stander is in the same position, 

Mr. Jumtson. He is in a similar capacity on Saturdays and Sun- 
days and holidays if he works on a holiday if a holiday falls on a 
Sunday he is paid overtime on the following Monday because of that 
holiday having fallen on Sunday. 

Mr. Suetiey. Which is pretty standard in most union contracts. 

Mr. Jimison. That is right, I think it is practically in all union 
contracts. 

Mr. Suetiey. If your ship is leaving port and he has finished his 
week’s work and the ship leaves port on Saturday and he has finished 
his week’s work and is coming into a port on Saturday or Sunday, 
and this seldom happens because they usually try to keep them at sea 
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on Saturday or Sunday, but let us assume for the moment that it 
is and it is necessary to break out all hands to get your gear down 
and make sure that the ship is secure for sea shortly before leaving, 
then he would get overtime again on top of his straight pay for 40 
hours and his overtime for the additional 16 hours and let us say 
he had to work another 6 hours overtime getting the ship secure, he 
gets overtime for that too? 

Mr. Jimison. That is right, one is penalty time and the other is true 
overtime. 

Mr. Suetiey. Will you explain the difference? 

Mr. Jrmtson. Your true overtime is for work performed in excess 
of 40 hours. That is true overtime. 

Your penalty time is for doing work within your regular 8 hours 
or foe ding work like on a Saturday or on a Sunday which is outside 
of standing a regular watch, for which he gets overtime. 

Mr. Suevtey. I understand what you are driving at, but I don’t 
know if the rest of them do. Let us take a man who is on watch 
and he is on the 8 to 12 watch on a Sunday. 

Mr. Jimison. Yes, sir. 

Mr. Sueuiey. He is getting overtime because he is standing that 
watch. He is not on the wheel watch because the ship is automatic, 
so he is simply standing a bridge watch, but a certain piece of rigging 
tears loose, let us say, something around one of the lifeboats tears 
loose and he has to turn to and rig that up. Does he get paid for 
that? 

Mr. Jrmison. Yes; he gets additional payment in addition to his 
overtime because he is doing work outside of his regular duty. 

Mr. Suetiey. And that is penalty time? 

Mr. Jimison. Yes, sir. 

Mr. Roseson. I am interested in comparing shore wages and sea 
wages. You are talking about a 56-hour week and he is on a job 
requiring services 7 days a week. 

Mr. Jrmison. That is right. 

Mr. Ropeson. If I am not mistaken, in most industrial plants where 
they have 7-day coverage, they work out a stagger system for those 
employees so that they are covered for 7 days, but 1 employee works 
40 hours. I believe on a lot of Government contracts they have to get 
permission to have overtime pay on their jobs, is that correct ? 

Mr. Jrmison. That is correet, but we cannot do that in the middle 
of the ocean. 

Mr. Roxzeson. They actually do not have the 7-day, 56-hour pay 
because there is no 7 days work, so we have got two different things. 

Mr. Jmrison. The point I tried to make, Mr. Robeson, was that in 
the comparison that was made between shoreside and seafaring wages, 
that they were comparing the wages made on a 40-hour man as against 
a 56-hour worker. 

Mr. Roseson. What I am getting at is that the fact of the matter 
is that 56 hours makes what has been mentioned as a standard work- 
week because it is that kind of a 7-day job, whereas a man works on 
shore 40 hours and the plant shuts down, but you have got a 56-hour 
standard workweek because you work 7 days and you did not have 
that arrangement until the Government got into it. 
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Mr. Jrmison. They gave us the first downhill push on it through 
the 48-hour week and then a 44-hour week for 6 months and then the 
40-hour week effective December 15, 1951. 

Mr. Rosgeson. What I am getting at now is what persuaded the 
industry to agree to such a basic change in its operations? Was it 
this subsidy ? 

Mr. Jrmison. No. 

Mr. Roseson. The Government might well think it was 

Mr. Jrmison. We took a strike on that-issue at that time and we had 
considerable pressure from here and it went to the Wage Stabilization 
Board in Washington and the Wage Stabilization Board in 1951 gave 
the industry the 44-hour week for 6 months and a 40-hour week after 
that. 

Mr. Roseson. But the industry took the strike. 

Mr. Jimison. That is correct. 

Mr. Roprson. Because they thought it was a basic change that was 
not practical. 

Mr. Jimison. We endeavored to resist it. 

Mr. Sueitey. Was it always the practice of the industry to operate 
a 56-hour week before they came to 48 and 44? 

Mr. Jimison. Yes, sir. 

Mr. Suetitey. Was there a time when they had a workweek that 
was greater than 56 hours? 

Mr. Jrmison. If you listen to the unions we work them 24 hours a 
day, 7 days aw . the whole trip. 

Mr. Suetiey. I don’t have to listen to the union. I know. I could 
go to sea when you were working 4 on and 4 off with 2 watches, and 
I am just wondering if the policy of some of the operators would be 
“Well, because that is the standard practice or had been a couple of 
years ago we should go back to the 84-hour week as against the 40-hour 
week.” 

Mr. Jimison. I don’t think anybody would want to go to that unrea- 
sonable proportion, but on the other hand a man at sea on that sixth 
and seventh day certainly cannot go anywhere. 

Mr. Suettey. That is it. He cannot go home and have dinner with 
his family or go to the movie or go to the church. He is there at 
your service. 

Mr. Jimison. That is away-from-home employment. 

Mr. Suewiey. Isn’t it true that you have an alternative for that 
overtime by carrying a larger crew who will do the relief work and 
rotate your crew so that no man works more than 40 hours, but that 
alternative is practically prohibitive in costs ? 

Mr. Jrmison. It is prohibitive in costs and it is also prohibitive 
in room on your ship to carry the crew. 

Mr. Suetitey. You would have no room for cargo if you tried to 
do it that way. 

Mr. Jimison. You would end up carrying a crew on a joyride, but 
you wouldn’t carry any cargo or make any money. 

Mr. Weicuer. What, roughly, is the cost per month for feeding 
and rooming a member of the crew, and is that because you do not 
pay them enough or is that the incentive to go to sea over and above 
shoreside payment ? 
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In other words, could you pay them enough money that they could 
arrange on shipboard to provide their own food and provide their 
own services for rooming? 

Mr. Jrmison. No, you could not because you still have to furnish 
the galley gear. 

Mr. Wercuen. Well, if you provided the gear and they provided the 
chef and the food and the steward service, does that provide enough 
for this? 

Mr. Jimison. No, because they consider that as a part of their 
employment. 

You asked what it costs to feed them per month. 

Mr. Weicuet. Yes. 

Mr. Jrmison. That will run from $48 to $72 per month, depending 
on the feeding costs aboard a ship. It may run $1.60 per man per 
day. 

Mr. Wercuet. Is that the food cost or the whole cost of providing 
the food on the table? 

Mr. Jimison. That is the cost of feeding the crew, but not the stew- 
ard’s department who does the serving. 

Mr. Weicuet. I am talking about the whole cost, the steward’s de- 
partments and everything else. 

Mr. Jrmtson. On the best figures that you could get on that, it 
would be comparable to what it would cost to carry a passenger 
aboard. Passengers on a freight ship and the best we could get is 
somewhere in the vic inity of $8.52 per passenger per day while aboard. 

Mr. Wercuen. You have an outlay for subsistence and room of 
about $250 to $300 per month in addition to the regular wage? 

Mr. Jimison. If you take every possible, conceivable cost, such as 
the stewards’ departments, wages and everything that goes into the 
makeup of feeding, it would approximate that. 

Mr. Wercuet. That is an incentive to go to sea, then. 

We will now recess until 10 o’clock tomorrow morning. 

(Whereupon, at 5:02 p. m., the hearing was recessed until 10 a. m. 
of the following day, Thursday, June 4, 1953.) 











PROPOSED AMENDMENTS TO THE 1936 MERCHANT 
MARINE ACT 


THURSDAY, JUNE 4, 1953 


Untrep Srates House or RepresENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
219, Old House Office Building, Hon. Alvin F. Weichel, chairman of 
the committee presiding. 

Mr. WericnueL. Will the meeting please come to order. 

Is Mr. Pate here ? 

Mr. Pare. Yes, sir. 

Mr. Weicuet. Will you please identify yourself, sir? 


STATEMENT OF LOUIS B. PATE, VICE PRESIDENT OF SEAS SHIPPING 
CO., INC., ON BEHALF OF 14 STEAMSHIP LINES 


Mr. Pate. My name is Louis B. Pate. I am vice president of Seas 
Shipping Co., Inc., generally called Robin Line, and have been since 
January 1944. From 1924 until early 1943 I was employed in various 
capacities up to executive vice president by Mississippi Shipping Co., 
Inc. (Delta Line) of New Orleans, La. Since 1930, I have dealt with 
labor matters and labor unions, both shoreside (the longshoremen) 
and seagoing. I have participated in collective bargaining with cer- 
tain unions of seagoing personnel since the latter 1930’s, sometimes 
actively at the bargaining table and other times in the background 
employer advisory group. 

I subscribe entirely to the statements offered and the testimony 
introduced by Mr. E. A. Jimison. In addition to his testimony, I 
would like to add a brief statement regarding the Seafarers Interna- 
tional Union (AFL), and its relations with the maritime industry. 
This is a union which represents unlicensed seagoing personnel, and 
one with which I have bargained since its formation in 1938. 

Before I proceed, Mr. Chairman, I would like to refer to your ques- 
tion of yesterday to Mr. Jimison regarding the report of the Industrial 
Relations Counselors. I believe Mr. Ray raised the question. 

Mr. Wercuex. I would be glad to have you testify about it because 
I am informed this morning that after it is reedited and printed, they 
are going to send copies for all the members of the committee. 

Mr. Pate. Mr. Jimison had to return to New Orleans last night, but 
before doing so it was arranged that the committee be satisfied. 

Mr. Weicuet. What committee? 

Mr. Pare. This committee be satisfied regarding that report. 
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Mr. Weicuet. We be satisfied? Anything you want to tell us will 
be all right. I am calling ~~ ntion to the fact that there has been 
typewritten copies of it since back in April and you haven’t seen fit 
to let the members of this committee have a copy of that so that they 

night cross-examine you re garding your statements about it. Is that 
W on it you want to expl: 1in ¢ 

Mr. Parr. May I read this telegram into the record ? 

Mr. Weicueu. Yes. 

Mr. Pate. This is a telegram addressed to Mr. James A. Farrell, Jr., 
chairman of our group, from Mr. John McAuliffe who is chairman 
of the Maritime Industry Survey Committee. It reads as follows: 

Confirming my telephone advice. The Maritime Industry Survey Committee 
on May 26 instructed Industrial Relations Counselors to supply many Govern- 
ment officials copies of report No. 1. Including full membership of House Mer- 
chant Marine and Fisheries Committee and also Counsel Zincke. I anticipate 
Industrial Relations Counselors will make deliveries within the next few days. 
As I have told you previously, there is nothing in this report assigning to sub- 
sidized lines individually or collectively responsibility for current high level of 
seamen’s wages. 

JOHN MCAULIFFE, 
Chairman, Maritime Industry Survey Committee. 

So that within a very short period of time I am sure that copies 
will be available. 

Mr. Weicne.. That will be fine, and you will all be gone. 

Mr. Pare. We are not very far away, Mr. Chairman. We can al- 
ways be called back. Do you wish that I continue with my statement? 

Mr. Weicuet. Whichever w ay you desire. 

Mr. Pare. If you are patient with me, I will read it. It is very 
short. 

HISTORY OF SIU 


During the serious and protracted maritime strikes shortly after 
World War I, the unlicensed seamen on the Atlantic and Gulf coasts 
were represented principally by the International Seamen’s Union 
(AFL). The seamen lost the strike, and for many years (until about 
1934) thei ir union existed almost in name only. They began to re- 
cover strength at about that time as a result of the NRA, and later 
under the Wagner Act. However, due largely to internal strife and 
frictions, the old ISU gradually “fell apart,” and its charter was re- 
voked by the AFL about 1937. For an interim period it continued to 
function (rather weakly) under a charter issued by the International 
Longshoremen’s Association (ILA), also an AFL affiliate. In 1938, 
a permanent charter was granted by the parent American Federation 
of Labor to the Seafarers’ International Union, with Harry Lunde- 
berg, leader of the Sailors’ Union of the Pacific, as its president. The 
active leadership of the SIU has been left principally in the hands of 
its secretary-treasurer, whose principal office is in Brooklyn. 


DEVELOPMENT OF SIU 


During the early stages of its growth, the SIU strength was con- 
centrated in a few companies, that is, Waterman Steamship Co., 
Eastern Steamship Co., A. H. Bull & Co., South Atlantic Steamship 
Co., Seatrain Line, Delta Line, and Robin Line. Only the latter two 
were subsidized lines, and were thus in a distinct minority, not only 
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as to number of companies, but also as to number of ships. During 
and shortly after World War II, the SIU expanded considerably, 
gaining recognition by such important companies as the Alcoa Steam- 
chip Co. (subsidiary of Aluminum Co. of America) ; Isthmian Steam- 
ship Co. (subsidiary of United States Steel Corp.) ; Calmer and Ore 
Steamship Cos. (subsidiaries of Bethlehem Steel Co.); the Cities 
Service Oil Co. tanker fleet, and various other smaller operators, all 
nonsubsidized. By 1952 the SIU had contracts with companies oper- 
ating some 350 dry-cargo and passenger vessels, as well as over 50 
tankers, with a total of approximately 14,400 jobs available for its 
membership. I might interpose there that the 400 ships constitute 
roughly one-third of our active privately owned American merchant 
marine today. It should be noted here that of all the companies under 
contract with the SIU there were still only the 2 subsidized lines, 
which in 1952 owned only 26 of the more than 400 vessels. 


rHE EMPLOYER GROUP 


In the very early stages of its history, the American Merchant 
Marine Institute negotiating committee attempted to bargain for the 
employers with the SIU, but due to the preponderance of the com- 
panies whose seamen were represented by the National Maritime 
Union, it was found impracticable for the AMMI to continue dealing 
with the two unions. Subsequently, and particularly in 1940 and 
1941, some efforts were made to organize an employer group to deal 
with the SIU, but without success. Waterman and Delta did have a 
joint negotiation and contract with the union for the year 1940, but 
Waterman withdrew and made their own agreement in the very early 
days of 1941. 

During the war years, when maritime labor relations were so 
largely—almost completely—determined by Government, no major 
effort was made to establish an employer group. However, shortly 
before the end of the war, a group was organized, later signed articles 
of association, and began to function actively in 1946 as the Atlantic 
and Gulf Ship Operators Association. Even this group did not prove 
to be permanently successful, although it continued to function 
through the negotiations with the SIU during 1947 and 1948. At the 
end of 1948 it was dissolved and ceased to exist as an active corporate 
entity. 

However, since the dissolution of the A. and G. 8. O. A., the com- 
panies having contracts with the SIU have continued to deal jointly, 
on an informal basis, in all major negotiations with the union, 
including the establishment of the welfare plan, the vacation plan, 
and the contract renewal negotiations. In the contract renewal bar- 
gaining of 1952, the group was joined by the Isthmian Steamship Co., 
whose representative acted as chairman for the employer negotiating 
committee. Isthmian Steamship Co. has a large fleet operating in off- 
shore and long-voyage trades and is not a subsidized company. 

I have dwelt at some length on this subject to show how relatively 
unimportant was the strength of the subsidized companies in bargain- 
ing with the SIU, when compared with the other companies partici- 
pating in the same joint negotiations. 
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WAGE STRUCTURE FOR SIU COMPARED WITH NMU 


With few exceptions, the SIU groups have tended to follow, rather 
than lead, in granting wage increases. On the other hand, the SIU 
groups have tended to be in the forefront in granting fringe benefits, 
such as welfare and vacation plans. In 1946 the A. and G.-SIU group 
made a settlement which exceeded the increases in base wages granted 
by the AMMI-NMU groups (by arbitrators award), again increased 
basic wages to match. From 1946 to March 1948, the SIU groups fel- 
lowed the lead of other groups on basic wages. In the latter month 
the A. and G.-SIU groups negotiated a settlement, which for 1 or 2 
ratings went slightly higher (about $6 per month) than the com- 
parable NMU ratings. Again in August 1948, the Atlantic and Gulf 
group of operators agreed to an increase which was $5 per month per 
man higher than a settlement already tentatively reached by the 
AMMI-NMU group. From 1948 through 1952, the SIU groups fol- 
lowed the lead of others and did not in any case “break the barrier” 
in granting increases in basic wages. 


CONCLUSION 


As mentioned in my introductory remarks, I have been concerned 
with labor relations and collective bargaining for more than 20 years: 
nearly 10 years with Robin Line and more than 10 years with Delta 
Line. I feel sure that I understand the philosophy and thinking of 
the owners of both these companies with reference to labor relations 
and collective bargaining. In all my dealings with labor on behalf 
of these owners, I have never known them to consider the so-called 
subsidy angle as a factor in reaching their decisions as to whether 
or not to accede to union demands. Neither have I heard any such 
thought expressed at the bargaining table by any of the parties 
concerned. 

Mr. Wercuet. Mr. Allen, do you have a question ? 

Mr. Auten. Mr. Pate, I think you were in the room when I was 
asking questions of both Mr. Pennington and Mr. Jimison. Do you 
have any comments on the subjects concerning which I was questioning 
them ¢ 

Mr. Pare. There were quite a number of questions going around, 
Mr. Allen. If you would identify the question I will see what I can 
do about answering it or them. 

Mr. ALLEN. I was trying to find particularly in the negotiations 
over wages and other payments or benefits to the seamen, whether there 
was any thought that the overage above the similar benefits paid to 
foreign seamen would be coming out of Government funds rather than 
out of the profit account of the company and whether for that reason 
there was less resistance to the demands of the unions. 

Mr. Pare. I can assure you, sir, that so far as any group in which 
I have been concerned the fact that we might eventually recover any 
part of our wages by way of subsidy has never been a factor in what 
agreement we should come to with the union. For our ‘group I can 
give you that assurance. 

Mr. Atten. Thank you. 

Mr. WercHet. Mr. Bonner? Mr. Hart? Mr. Boykin? Mr. Gar- 


matz? 
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Mr. Garmatz. No questions. 

Mr. Weicuev. Mr. Shelley? Mr. Robeson? Mr. Keogh? Mr. 
Dies? Mrs. Sullivan? Mr. Thompson? Mr. Magnuson ¢ 

Mr. Maenvuson. No questions. 

Mr. Weicuext. Mr. O'Neill? Mr. Campbell? Mr. Seely-Brown? 
Mr. Sheehan? Mr. Van Pelt? 

Mr. Van Pett. No questions. 

Mr. Wetcuen. Mr. Norblad? Mr. Osmers? Mr. Wainwright? 
Mr. Clardy? Mr. Ray? 

Mr. Ray. No questions. 

Mr. Weicuet. Mr. Mailliard? 

Mr. Matriiiarp. No questions. 

Mr. Weicuet. Mr. Dorn? 

If there are no questions we will take the next witness. Thank you, 
Mr. Pate. 

Mr. Pare. Thank you, Mr. Chairman. 

Mr. Wetcuet. We will now hear from Mr. John Slater, president 
of the American Export Lines, Inc. 

Mr. Slater, you have a statement to make with reference to compe- 
tition on the subsidized essential trade routes? 

Mr. Suarer. I do. 

Mr. Webiieie: The committee will be glad to hear you. 


STATEMENT OF JOHN E. SLATER, PRESIDENT, AMERICAN EXPORT 
LINES, INC. 


Mr. Stater. Mr. Chairman and members of the committee, I am 
appearing before you today to describe how the Merchant Marine Act 
of 1936 has helped to build the United States merchant marine and 
to urge that careful consideration be given to the benefits which have 
accrued under the present act before considering the amendment pro- 
posed by the American Association of Ship Owners. 

It is axiomatic that amendments should be considered periodically 
in an endeavor to improve any legislation, but I urge that in aeting 
upon the proposed amendment you apply a very basic test ; that is, is 
this amendment in accord with the poly a ver of policy which was 
set forth by Congress and has been so successful in building up the 
American merchant marine? 

As one who has experienced the direct effect of the 1936 act upon 
the successful operation and modernization of his fleet, I shall point 
out to you how the proposed legislation would destroy two funda- 
mental elements of the Merchant “Marine Act which have been of the 
greatest importance in building up the merchant marine: First, the 
necessity for operation on an essential trade route as the basic condi- 
tion for the award and payment of an operating differential subsidy ; 
second, the obligation on the part of subsidized ¢ operators to establis h 

reserve funds to insure the modernization of their fleets by the replace- 
ment of obsolete vessels within a prescribed period of time. 

To eliminate these two obligations which the present operators are 
required to assume transforms the present operating differential sub- 
sidy program into an outright gift on the part of the Government 
without exacting anything of a subotaintie! commitment from the 
beneficiary in return. 
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Since the experience of American Export Lines clearly demon- 
strates how the public has been benefited by the obligations which we 
have assumed as a subsidized operator, I shall describe to you the 
more significant aspects of our operations since the passage of the 
Merchant Marine Act of 1936. 


OPERATIONS OF AMERICAN EXPORT LINES 


American Export Lines or its predecessor has been operating regu- 
lar services between North Atlantic ports and the Mediterranean since 
1920. At the time of the passage of the Merchant Marine Act of 1936, 
it owned a fleet of 14 Hog Island ships of 8,000 tons and 10-knot speed 
which had been built just after World War I, 3 Bristol ships with 
some passenger accommodations added, and 4 combination passenger 
and cargo vessels built under the Jones-White Act during the years 
1930 and 1931. 

The company entered into an operating differential subsidy contract 
under the act in January of 1938. This contract provided for opera- 
tions on 3 cargo routes to the Mediterranean, and 1 route to the Middle 
East with combination passenger and cargo vessels. Subsequently, the 
route between North Atlantic ports and the ports of India and Burma 
was incorporated into our operating differential subsidy contract. At 
the present time, therefore, our company is operating cargo services 
to the Mediterranean area, Middle East, and India. In addition to 
these cargo services our 2 large passenger liners operate to Gibraltar, 
Cannes, Genoa, and Naples, and our 4 Aces operate a combination 
passenger and cargo service along the same general route and on to 
the eastern Mediterranean with a stop at Piraeus in the westbound 
direction. 

Immediately upon this country’s entry into the war in 1941, our 
combination passenger and cargo vessels were requisitioned for title, 
and in due course our cargo ships were requisitioned for use or title, as 
were most of the American-flag tonnage. The company then operated 
as one of the important general agents of the War Shipping Adminis- 
tration, at one time operating approximately 100 of its vessels, and, 
throughout the war, officers of American Export Lines were assigned 
as War Shipping Administration heads in the Mediterranean area. 

The company’s record in the 15. years which have elapsed since the 
signing of the original operating subsidy agreement is an example 
of the wisdom of Congress in passing the Merchant Marine Act of 
1936. The company carried last year approximately 1,700,000 tons 
of the foreign commerce of the United States on the trade routes which 
it serves. It has become to an ever-increasing extent a publicly owned 
rather than a privately owned company, and its securities are now held 
by approximately 4,200 stockholders. The company has had some 
years of successful and profitable operations, and it has had years such 
as those during the war when its earnings were at a relatively low 
level. It has become the largest single operator as far as the Medi- 
terranean trade is concerned despite the Fact that, unlike most of its 


American or foreign competitors, it must restrict its operations to its 


contractual routes. i 
All this has been accomplished in spite of increased competition 

from foreign-flag lines. There is attached as appendix A to my state- 

ment a list of the competing sailings of these lines during the year 
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1952. I believe that this shows that our company must be kept strong, 
if this country is to retain a fair share of the total traffic on these 
routes. 

During this period, with the exception of the war years, the com- 
pany’s particular concern has been the building up of a new, fast, 
and efficient modern fleet. As I have previously indicated, the time 
our operating differential subsidy contract was signed in 1938, Ameri- 
can Export Lines owned only four ships which were modern in char- 
acter, these being the combination passenger and cargo vessels built 
in 1930-31. Under the terms of this operating subsidy contract, the 
company obligated itself to enter into a program calling for the 
construction of 10 new and modern vessels during the first 5-year 
period of the contract. In addition, upon contracting to operate the 
route from North Atlantic ports to India and Burma, the company 
obligated itself to build first 4, and later a total of 8, modern vessels 
for the India service. All these obligations to construct new vessels 
were fully discharged by American Export. There is attached to my 
mimeographed statement another appendix (appendix B) which 
shows how our company fulfilled its agreement to construct a new 
and modern fleet. 

Between 1938 and 1946, the company had purchased 20 new cargo 
vessels of which 1 had been lost by enemy action and 2 had remained 
in the hands of the Government, having been requisitioned following 
construction. These were the so-called Exporter ty pe of the company’s 
own design and the modified Exporter type, likewise of company de- 
sign, and constructed for the purpose of servicing certain ports which 
for physical reasons could not be served by the larger ships. 

Five vessels were purchased under the provisions of the Ship Sales 
Act of 1946, one of which was reconditioned as a cargo carrier and 
the other four converted to replace the combination passenger and 
cargo, vessels requisitioned at the beginning of the war. In 1947 
and 1948 2 Victory-type vessels were acquired to add to the possible 
number of voyages and in 1949, 4 additional Exporter-type vessels 
were purchased to provide a direct service to Israel, with calls in the 
Adriatic en route. Thus at the end of 1949, the company owned 28 
vessels, 24 of which were straight cargo vessels and 4 were combina- 
tion passenger and cargo vessels. The contracts for the construction 
of our two large passenger liners were entered into in 1948, and these 
were delivered to us in 1951. 

There is attached to the mimeographed copy of my statement as ap- 

endix C a listing of the vessels now owned by American Export 
pee and their general characteristics. The accomplishment reflected 
by that listing shows one phase of our contribution to the American 
merchant marine. 


THE ESSENTIAL FOREIGN TRADE ROUTE CONCEPT 


The amendments to the Merchant Marine Act proposed by the 
AASO will eliminate the concept of the essential foreign trade route 
which is a basic part of the present act. Under the present act the 
Maritime Board is authorized to approve applications for operating 
differential subsidies only for the operation of vessels which are to be 
used “in an essential service in the foreign commerce of the United 
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States” and only if the then existing services by vessels of United 
States registry on such route are inadequate. 

Under “the act the foreign-trade routes determined by the Board to 
be essential are operated under contract with the lines whose applica- 
tions to provide such service have been granted by the Board. Under 
such contracts the operator tas many obligations. Among these are: 
(1) The duty to serve a specific route, (2) the duty to operate a mini- 
mum amount of service on the route, and (3) the duty not to operate 
any vessel on another essential foreign-trade route of the United 
States. The purpose of these provisions is to see that the foreign 
trade of the United States is developed to the fullest extent possible 
and at the same time as economically as possible. The obligations 
thus imposed under these operating contracts have contributed to the 
development of the foreign trade of the United States. 

The requirements that contractors serve a specific route and pro- 
vide a specified number of sailings on each route means that importers 
and exporters have the assurance of continued and regular service. 
They can make and fulfill long-term contracts without transportation 
difficulties. These requirements also assure a businessman that if he 
starts to develop a new market he can continue such development with- 
out interruption from the lack of shipping service to such market. 

The requirement that a specified minimum number of sailings be 
made on each route insures that way ports will be served as well as the 
larger ports which have been traditionally centers or crossroads of 
trade. This, too, is an aid to the American businessman engaged in 
foreign trade by providing him with a direct service to the smaller 
ports, to or from which he may wish to ship cargo. A direct service 
is of course much superior to an indirect service requiring trans- 
shipment at one of the larger ports. 

The shipowner operating under an operating contract is bound to 
maintain regular service on its essential trade route throughout the 
life of the contract regardless of whether the trade is remunerative or 
not. It cannot, like the unsubsidized operator, seek cargoes and 
profits on other routes when it is to its financial advantage to do so. 

Without the essential foreign-trade route concept none of these 
objectives would be accomplished. Operating without these obliga- 
tions imposed by the operating subsidy contracts the nonsubsidized 
operators do not provide regular service, they provide relatively little 
service to the way ports and they do not restrict their operations to 
specific trade routes. 

I have had some analyses made of the sailings of American-flag 
cargo liner vessels from New York to the Mediterranean area for 
the “period from 1947 through 1953. Because of the time which would 
be required to analyze all such sailings during the postwar period, 
we have done this only for the first quarter of each year from 1947 
through 1953. We have, however, checked other quarters in certain 
years ‘and we believe that the figures which we have are typical for 
the entire period. 

The results of this analysis are shown in the following table: 
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TABLE 1.—General cargo clearances of American-flag vessels from New York 
direct to Mediterraneen ports, first quarters, 1947-53 


Total 

American B Co D E F G H Others number 

Export | , | : of oper- 

| | ators 
1947 25 | 2 ut ie 7 
48 26) 2 2 2 22 7 12 
1949 | 28 | 5 3 4} 5 2 t.stoal: @ 3 | 10 
1950... 34 | 4 | 8 6 l | 2 | 4 7 
1951 35 | 5 5 | 3 4 2 1 | s 13 
1952 éseeds Sr Sint of 6 4 1 2 | 4 10 
1953... - 36 5 | 6 | 4 3 3 ne 2 a 

' ' 


I should like to add that these represent clearances from New York. 
Where the ship clears from another North Atlantic port, Baltimore, 
Hampton Roads, and so forth, it would not be included in this service. 

This table shows that while American Export had a minimum of 
25 and a maximum of 36 sailings from New York to the Mediterranean 
area during each first quarter of this period, the other American-flag 
operators to this area showed no degree of regularity of sailings. A 
number of the carriers did not have sailings clearing from New York 
to the Mediterranean area at all during certain quarters. There was 
not a single one of these other carriers that cleared from New York 
aun average of as much as once a month in every year. 

A similar an: lysis shows that while American E xport served many 
way ports in the Mediterranean area the other American-flag operators 
to the Mediterranean served relatively few of such ports. The follow- 
ing table shows the Mediterranean ports served from New York by 
American-flag cargo liners during the first quarter of 1953 


Table 2 


Number of Mediterranean ports served by American-flag vessels with direct 
clearances from New York, first quarter, 1953: 


American Export __- hac atin a OA 1 Ce Nie sili icine sth herinnietatnecen 10 
CRN Bac ineetacmeees saat TO I Ta cose cenieeninntn iene 
NE Oh eee 2| Other operators____ — 2 
CS Bid sd chateetttiewtenbies 13 | Total ports called at by operators, 
Quernter Fic. ib ieee 10 excluding American Export__ __~- 22 
I Bit ioxerg donitis tnitiennagia 6 


In the first quarter of 1953 American Export served from New York 
a total of 34 different ports in the Mediterranean area while no other 
American-flag operator served more than 13 ports. All of the other 
American-flag operators combined served only 22 different ports in 
the Mediterranean. 

During the 7-year period from 1947 through 1953, again using fig- 
ures for the first quarter of the year only, 423 or 40 percent of the total 
calls made by vessels of American Export in the Mediterranean area 
on clearances from New York were at ports other than the 12 principal 
ports. The largest number of calls made by any other American at 
such ports on New York clearances was 36, and this was only 29 per- 
cent of the total Mediterranean calls of such operator. For the other 
American-flag operators this percentage of calls at wayports ranged 
as low as 12 percent and averaged only 24 percent for the entire group. 
The details of this analysis are shown in appendix B to this statement. 


33116—538—pt. 1——28 
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American Export’s operations are limited under its contract to the 
Mediterranean and Indian trade routes. It must provide service on 
these routes regardless of the traffic offered and may not operate to 
other areas without the approval of the Board. We did, in fact, apply 
to the Maritime Commission for authority to operate service to the 
Persian Gulf. This application was turned down by the Commission 
on the ground that a nonsubsidized operator was already providing 
service to this area. Nonsubsidized operators are free to operate to 
this or any other area. In fact, during the first quarter of 1953 other 
American-flag operators to the Mediterranean area have operated 
ervices not only to the Persian Gulf, but to north Europe and the 
Far East. 

The contrast between subsidized and nonsubsidized operations 
should be evident from all I have just said. Nonsubsidized operation 
permits “cream-skimming.” The nonsubsidized operator is able to 
operate wherever and whenever the profitable peak cargo moves. On 
such an operation all the benefits accrue to the operator. On the 
other hand, operation pursuant to contracts entered into under the 
1936 act builds foreign commerce, establishes benefits for shippers, 
and uses the ship operator as a tool in the program affecting the entire 
national interest. 


FLEET MODERNIZATION OBLIGATION 


Under the Merchant Marine Act of 1936, the subsidized operator 
is required by section 607 to set aside in a capital reserve fund amounts 
equivalent to the depreciation on its subsidized vessels and other sums 
specified by the Commission, in order to insure the replacement of its 
vessels. To ven ment this provision, the operating contracts require 
the ship operators to rep lace all their subsidized vessels with new ships 
before their existing ships are 20 years old. In fact, arrangements 
to make such replacements must be made before they are 18 years old. 
This insures the continuance of an American-flag fleet of modern and 
efficient vessels. Under the proposed amendment, section 607 would 
be repealed in its entirety. There would no longer be any require- 
ment that funds be set aside for fleet replacement. 

in giving you a brief summary of the history of American Export’s 
operations I have already shown you how our company has in the 
past fulfilled its obligation to modernize its fleet and has thus effec- 
tively carried out one of the primary objectives of the act. 

One of the most re alistic and effective provisions of the 1936 act is 
that dealing with tax deferment upon which you will receive our views 
in the testimony of following witnesses. I would be remiss, however, 
should I ne elect to point out the direct affect of this provision upon 
the modern fleet of American Export. 

At the end of 1949 our fleet of 28 vessels had a gross book value of 
over _ million and, with the exception of 4 vessels purchased in 
1949, the entire fleet was owned outright. The total mortgage out- 
sti moh was less than $2 million or approximately 5 percent. 

It is of real significance that the funds for purchase of these vessels 
were accumulated by our depositing of tax-deferred earnings pursuant 
to the 1936 act in statutory reserve funds dedicated to the specific 
purpose, among others, of obtaining modern fast vessels. Our ability 
to build this fleet of 28 modern vessels was in part due to this provision 





a0 Mesa 





AMEND 1936 MERCHANT MARINE ACT 349 


permitting deferment of taxes on these reserve funds and in part to 
the use of stockholder’s earnings for this purpose. 

What we have done in modernizing our fleet is merely illustrative 
of the fleet modernization achieved throughout the industry, largely 
as a result of the prov isions of the Merchant Marine Act of 1936. It 
is principally a result of the provisions in the act for reserve funds for 
the replacement of vessels and those in the operating contracts requir- 
ing such replacement that when the United States entered the wat 
there was a substantial nucleus of modern American-flag vessels in 
operation and under construction. 

I have shown in appendix E to this statement the new vessels con 
structed in American yards that were delivered to* American owners 
during the period from 1939 (the year after the first operating con 
tract was signed under the 1936 act) through 1948. This shows that 
by far the majority of new cargo liners was delivered to shipowners 
having operating contracts under the Merchant Marine Act of 1936. 

In 1939 all eight new ships delivered to American operators were 
delivered to operators having contracts under the 1936 act. In 1940, 
33 new ships were constructed for American operators—all for con 
tractors under the 1936 act. It was not until 1941 that any new ships 
were delivered to an unsubsidized American company. Even in that 
year 54 out of 1 new vessels delivered were constructed for the sub 
sidized lines and of the 11 vessels not delivered to subsidized operators, 
9 were delivered to industrial carriers. 

Construction during the war years was affected by many facto 
and, in particular, reflected a large increase in tanker construction. 
Even during this period a substantial portion of the new construction 
was for the subsidized lines. Of the 230 ships constructed for on 
purchased by American companies during the 10-year period 1939 
through 1948 (excluding ships delivered to industrial carriers or to 
tanker or other bulk carriers) 203 or 88 percent were delivered to the 
subsidized lines. In my opinion, these figures demonstrate the very 
important benefits flowing to our country from the Merchant Marine 
Act of 1936. These benefits, also, the proponents of the new legisla 
tion would do away with. 

There are many other objections to the proposed amendment of the 
Association of American Ship Owners. I have covered only the two 
very fundamental objections relating to the elimination of obligation 
which the subsidized operators are now required to fulfill. I feel 
definitely that these two obligations are so vitally related to the public 
interest that this suggestion that they now be discarded is sufficient to 
warrant rejection of the proposed program. I hope and sincerely 
urge that the conclusion of the committee will be that, in the best 
interests of the country and the United States merchant marine, these 
proposals should be defeated. 

Mr. WeicueL, Are there any questions, Mr. Dorn? 

Mr. Dorn. No questions. 

Mr. Wercuer. Mr. Mailliard? 

Mr. Maiuiarp. No questions. 

Mr. Weicner. Mr. Ray? 

Mr. Ray. I am interested in your general statement that the 
Merchant Marine Act of 1936 had been successful in building up the 
American merchant marine, having in mind the standards set by the 
1936 act for promotion and development of a strong, well-balanced 
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merchant marine. Witnesses who have preceded you have said we 
have not achieved that purpose. I take it from your testimony that 
you are saying we have achieved the purpose of modernization so far 
as your company is concerned. 

Mr. Siarer. We have, sir. 

Mr. Ray. Do you assent to the statement made by earlier witnesses 
that we do not have tod: ay a strong, well-balanced merchant marine? 

Mr. Starer. You can always improve it, but I am saying that the 
merchant marine in its present form is in better shape in that respect 
than it has been at any time previous to the war, and that the existence 
today of ships which were built in the period roughly from 1939 to 
1945 as contrasted with what the situation was prior to 1938, speaks 
for itself. It is far better, more efficient, although the number of 
ships has increased a certain amount, the capacity of those ships 
because of additional size and speed has something like doubled the 
ship carrying capacity of what we had before. That to me is a 
pretty clear indication of what we are ti alking about. 

Mr. Ray. You think then that we are on the upgrade? 

Mr. Starter. I don’t think there is any question about it. 

Mr. Ray. Rather than on the downgrade at the moment ? 

Mr. Starter. I think we have prob lems ahead which we all recog- 
nize. But to say that we are on the downgrade at this point to me 
jonores the facts. 

Mr. Ray. No further questions, Mr. Chairman. 

Mr. Weicuer. Mr. Campbell ? 

Mr. Campseti. Mr. Slater, are you sitting on this advisory com- 
mittee that is working with the Commerce De partment ¢ 

Mr. Suarter. No, sir. 

Mr. Wercuex. Mr. O’Neill? Mr. Magnuson? 

Mr. Magnuson. No questions. 

Mr. Wercuet. Mr. Tolleson? Mrs. Sullivan? Mr. Dies? 

Mr. Dres. No questions. 

Mr. Weicuext. Mr. Delaney? Mr. Keogh? Mr. Robeson? 

Mr. Rozeson. No questions. 

Mr. Weicuet. Mr. Shelley? Mr. Garmatz? 

Mr. Garmatz. No questions. 

Mr. Weicuet. Mr. Boykin? Mr. Bonner? 

Mr. Bonner. Mr. Slater, the justification for the subsidy that is 
generally criticized on the floor of the House and in the Congress is 
that we pay to the merchant marine, we attempt to justify the subsidy 
and the necessity of the merchant marine for national defense and the 
building of foreign commerce and our American manufactures: 

Mr. Starter. Yes, sir. 

Mr. Bonner. Now, does the building up of any ships, having ships 
available under any conditions, carry out the desire for the national 
defense? We agree on that, don’t we? 

Mr. Stater. Well, if you say any ships in any conditions. 

Mr. Bonner. Just so we have an American merchant marine op- 
erating. That supplies the desire of the national defense. 

Mr. Starer. Well, let me make quite clear what I am saying. If 
we have modern ships being currently operated regularly in the for- 

ign trade of the United States we are accomplishing the purpose; yes, 


sir. 
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Mr. Bonner. That purpose? 

Mr. Suater. Yes, sir. 

Mr. Bo NNER, Now the second purpose wh ich is very selk lom ever 
discussed or brought to light, just to what extent does the trade route 
contribute to the industrial life of America? Is it better under the 
system of subsidized trade routes, or would it be better under a tramp 
vstem? We overlook that very often when we discuss the moneys we 
spend in subsidizing the Ame rican merchant marine. 

Mr. Stater. May I answer that in two parts, sir? In the first place, 
taking the first point, I can illustrate what is done through the develop 
ment of trade in our industry by bringing out what happened when we 
purchased from the Government a part of 1 of the last routes, which 
it operated itself, the old Pioneer Lines which had 3 parts. We were 
interested in purchasing from the Government the route to India, 
including the ships operating on that route. There were 4 motorships, 

v, about 10 knots. They were World War I ships. Therefore they 
did not have modern type ‘of diesel power and they oper rated about 10 
voyages a year. I think, as I recall it, that the service operntid by 
that company and by 1 other Aaviclies re hs company which was 


}) 


operating there handled something under 25 percent of the total 





lings or business ope ‘rating between here and India. 

We were obligated when we purchased that line to replace the 4 
old motorships within a short period of time and we did replace them 
within : a couple of : years. 

Ve found very quickly that there was no opportunity of operating 
con iplete ly efficiently un ‘less we had 2 voyages a month and therefore 
we obtained from the Commission the right to increase the voyages to 
2 a me ath and we had constructed 4 more ships, so that there were 8. 

No. 1, the first thing that happened was that against 4 World W ar I 
ont, motorships you had § fast, modern, American turbine-driven ships. 

Secondly, the proportion of business handled between Poulton and 
India on American-flag lines on pee service was very much in- 
creased. The fact that these ships were 17-knot ships and were provid- 
ing a 30 day schedule from Colombo ch ( ‘eylon to New York was 
something that had never been heard of before and certainly did 
dey elop the business between India and the United States in the type 
of things which are needed here which India has to supply. 

So it seems to me that that example is enough to get the type of thing 
that you find on various routes. Some companies were able to develop 
completely new lines of trade. We have done that and some com- 

yanies have been more successful in deve loping trade in both dire ( tion. 

Von do that when your shipper and your consignee knows what you 
have got. When you have got an operator who will supply the entire 
area and will go to the outports as well as to the large ports and with 
that in hand you have an opportunity to develop business in the United 
States to a greater extent than before or you develop new business 
entirely. 

On the second point, whether you do not get this through tramps, I 
can say that as of 1938 when we had been oper: ating, of course, for 
some years in that area and it is my recollection that one other Ameri 
can-flag line was operating to points like Ale vera and Beirut and 
then on to India but not in any other part of the Mediterranean. 
There were occasional sailings of other American companies, some 
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that had foreign flags and some that had American flags, but that was 
ll. There were no American lines operated at that time. The busi- 
ness was not too good at that time. We were obligated to maintain at 
least the minimum number of sailings and did so throughout that 
period. If everybody is going to be “able to go every where, isn’t it 
pe rfectly natural that they go to where the most business is, and what 
happens in the meantime to the areas where the business is poor ? 

Mr. Bonner. The point I am trying to develop, if I made myself 
clear, by the subsidies which require “regular scheduled sailings on 
trade routes, do we build up American commerce, do we aid industry 
and labor here in America to produce more and to give men em- 
ployment ? 

Mr. Starter. Well, it seems to me, that the example which I gave of 
he India service is a clear indication that we do build up American 

lustry and trade and that we do provide a greater amount of produc- 
tion and the point where that production is going to be ultimately 
utilized abroad. 

Mr. Bonner. Are you in a position to say that the foreign flag 
vessels of foreign nations so arran ge their tr: ade routes and schedules 
as to draw commerce from foreign ports into their home nations? 

Mr. Starer. Some of them do, some of them try to do it. 

Mr. Bonner. Disregarding the convenience and the advantages, 
disregarding the advantages to American manufacturers and Ameri- 
can labor ¢ 

Mr. Siater. Let us put it this way; that the foreign lines in times 
past have succeeded in bringing trade through ports like Rotter- 

dam or Antwerp or other European points and then they were sent 
to this country. 

Mr. Bonner. Giving first advantage to home labor and home 
industry ? 

Mr. Siater. Not only that, but handicapping the regularity and 
umount of service obtained by the American manufacturer. 

Mr. Bonner. You say it can be conclusively shown that by our 
subsidy and trade routes there is a great advantage to American 
industry and labor, greater than to have the harum-scarum tramp 
system. 

Mr. Starer. I am sure, sir, and of course each one of us cannot 
probably take the time to prove it to the extent of company by 
company and I have tried to show here an example of what has 
been done elsewhere in the development of routes and in the devel- 
opment of commerce. 

Mr. Bonner. On page 10 you use the expression, “skimming the 
cream.” 

Mr. Starter. Yes, “cream-skimming.” 

Mr. Bonner. Now, is it more advantageous to the national defense 
of America and to the industry and labor of America that this “cream- 
skimming” system be carried on and supported, or the trade route 
system ¢ 

Mr. Suater. Well, of course I believe that the latter, the trade- 
route system is the method which develops commerce on the soundest 
are grounds and my exhibit D and the comment I made on that 

exhibit was to bring out the fact that an operator such as ourselves 
not only serves the 12 large ports which you will find at the bottom 
of exhibit D but serves a lot of other ports, some of which do not have 
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enough to justify a consistent service but which can be taken care 
of by an operator such as ourselves, and we are making 40 percent 
of our calls on these voyages and ports other than the 12 I have 
mentioned, while most of the other operators you will find are going 
to the places where business has developed rather than developing 
business at new ports. 

Mr. Bonner. To what extent does the subsidized operator endeavor 
to bring to the attention of the American people the justification of 
subsidy? The reason I ask that is that the members of this committee 
are greatly interested in the American merchant marine and necessity 
of an American merchant marine, but the members of this committee 
and the Members of Congress bear the burden of justifying subsidies 
that are publicized as being for the big 15 or 16 and unnecessary and 
the majority of them American citizens do not realize what the neces- 
sity of this is. 

To what extent does your company attempt to educate the Ameri- 
can people on the necessity of it? 

Mr. Starer. We have attempted to do that and I do not think we 
have done a good job. There have been, I think, two rather carefully 
worked out memoranda which have been put out within the last 2 
years, one of them within the last 6 months, which do attempt to tell 
the story of the industry in a business-like and clean-cut manner. 
Those were distributed to the country to newspapers and businessmen 
and others who would be interested. That has to be continued, we 
realize, because it is a subject—subsidy being a word from which all 
people shudder—it is something which has to be explained. The logic 
of a to me is clear enough and of course many people cannot get it. 

. Bonner. The overwhelming majority of the people of our coun 
waa are agreeable to proper expenditures for the national defense. 
They approve the necessity of a merchant marine in that provision, 
make the merchant marine an adjunct to the national defense, but this 
latter part of my question which we have been talking about, I never 
see business people i in here, exporters. I never see them come in here 
and advocate the support of an American merchant marine and ask 
for its support, and of course they are the people at home who mold 
public opinion. 

Mr. Suater. I think the chamber of commerce has very consistently 
supported the act. 

Mr. Bonner. I don’t remember seeing them on the committee. 

Mr. Statrer. I have sat on committees which have been made up of 
businessmen, not shipping men. 

Mr. Bonner. Last night I saw a movie produced by one of the com- 
panies and in my opinion the picture would be advant: igeous to the 
American Merchant Marine to be shown in some way to ‘Members of 
Congress and to all of this committee. It portrays and demonstrates 
the effort through your foreign agents to get business, bring it to 
America and sell American goods abroad so as to be profitable to you. 

Of course, you are in business to make money. 

Mr. Starter. That is right. 

Mr. Bonner. And only by carrying freight and developing freight 
and commerce in some port do you make money. That is the reason 
the picture appealed to me very much in that respect. 

Mr. Starter. I know there have been one or perhaps more films that 
have been made and it is the intention to give them widespread use 
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throughout the country in order to bring out the points that you 
mention. 

Mr. Bonner. That is all. 

Mr. Dies. I think the point that you made is very welltaken. I have 
heard a lot of criticism generally on this whole subject. I have heard 
people say that it does not he Ip the national defense because we have 
to spend billions of dollars every time we have a war and this is just 
a drop in the bucket and we are not getting our money out of it, and 
J think you raised a good point as to what it is that the taxpayer is 
getting for all the money we are spending year after year. I think 
a very good case has been made out for the expenditure of the money. 

Mr. Bonner. I was recently sent a book by Mr. Frazier B ailey which 
I have read with interest, the ups and downs of the American mer- 
chant marine, and it points out in this book the advantage that it is to 


American commerce and industry and reflects the depression on in- 
dustry when our American merchant marine pr actically goes out of 
existence, Which it has in certain periods of our life. I want the record 


to show that I appreciate very much the book that was sent to me by 
Mr. Bailey. 

Mr. Dizs. What is the name of it? 

Mr. Bonner. Yankee Ships. It is well worth the reading by the 
members of this committee and other Members of Congress. 

Mr. Boykin. What about the moving picture to which you referred ? 

Mr. Weitcuer. Have you finished your comment, Mr. Dies? 

Mr. Diss. Yes, sir. 

Mr. Weicne.. Mr. Wainwright? Mr. Osmers? Mr. Norblad? Mr. 
Van Pelt? 

Mr. Van Pexr. No questions. 

Mr. Wetcue,. Mr. Mumma? Mr. She ehan ? 

Mr. Steruan. Yes; I have a question. I would like to refer to 
appendix E, construction of ships. 

Mr. Suater. Yes, sir 

Mr. Surenan. I think I can assume that your firm is not in the con- 
struction or sh ipb W1 a end of the business at all: is it? 

Mr. SLarer. a> 3 is not. 

Mr. SHEEHAN. Fust n the operating end ? 

Mr. Starter. That is right. 

Mr. Surenan. On these ships that were delivered, do you know if 
any of them from American shipyards were delivered to and paid for 
by foreign governments ¢ 

Mr. Starter. Not in this group. 

Mr. Surenan. Out of American construction ? 

Mr. Starter. There were, of course, under the 1946 act, there were a 
great many of them. 

Mr. Sureenman. That was after the war. 

Mr. Siatrer. These were the ones delivered to the American owners. 

Mr. Sueenan. But prior to the war there were none delivered to 
and built for by the foreign governments? 

Mr. Suarer. No. 

Mr. Surenan. Would you care to state what would be the condition 
of the American shipbuilding industry during the war or just prior 
to the war if it were not for the 1936 act ? 

Mr. Starter. Well, it so happened that I personally was connected 
with a shipbuilding company on two occasions, one of them being 
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back about 25 or 28 years ago before I had any connection with ship 
operation and I am quite aware of the terrible condition of shipbuild- 
ing in this country at that time when all of the shipyards were depend- 
ent mostly upon the Navy work. The Merchant Marine Act, the 
Jones- White Act, did provide for the construction of a certain amount, 
a certain number of combination passenger and cargo vessels in the 
period of 1929, 1930, and 1931. ‘There were a few thereafter, but once 
the depression came they pretty much ended. The Jones-White Act, 
the fundamental weakness of that act was that it did not particularly 
stimulate, in fact it hardly stimulated the construction of cargo 
vessels. 

It was not until the 1936 act that any kind of a ship-construction 
program came along at all. The Maritime Commission started its 
practice which resulted in the C class ships being built and a few of 
us, including export in 1938 under the provisions of our contract con- 
tracted for ships of our own design to be built. 

But I think it is fair to say that without the 1936 act the shipbuild- 
ing industry in this country would be completely dependent on the 
Navy, what the Navy had to give it. I am talking about the large 
yards, those which had the large, complex organizations. 

Mr. Sneenan. That isthe point I wanted to bring out. Thank you. 

Mr. Wetcueu. Mr. Seely-Brown ? 

Mr. Srecy-Brown. As we enter an era of greater and possibly freer 
world trade, will our subsidy program then be necessary ? 

Mr. Starter. I think it is a fair statement to make, Mr. Seely-Brown, 
that if you are going to operate regularly on a regular route and be 
bound to show that there are going to be long periods when you are 
not going to be able to fill your ships in the only time that you can 
really make a lot of money which is when you make good use of them, 
just the same as: any other capital asset, and if you fill your ships both 
ways, as some of us were able to do in the period just after the war 
or just before the war, you will get along without it. 

If you are going to say if you had a great expansion of foreign 
trade, I would have to say to you, well, is at are going to be the condi- 
tions as far as the other countries are concerned, because they have 
built their fleets very rapidly with modern vessels since the war so 
that they are likewise in a position to expand their carryings, so that 
relatively I don’t see any change. The costs would be the ship and 
unless we are filling our vessels the American operators would be in 
trouble. 

Mr. Srety-Brown. You visualize or anticipate the fact that our 
subsidy program will continue forever? Not necessarily forever, 
but for a long time to come? 

Mr. Starter. Let me put it this way: I think it is likely to have 
to continue if we are going to maintain regular services and regular 
routes. I think it is likely to continue as long as the wage rates 
vary and other costs vary as much as they do, and I think they will 
have to continue as long as there are wide fluctuations in foreign 
trade which, unfortunately, has been true. 

Mr. Srreiy-Brown. In other words, you see no foreseeable end to 
this program. 

Mr. Starter. I see no foreseeable end to this particular program 
although I do see a foreseeable reduction in the cost of the program 
for the things which you talk about taking place, those are two dif- 
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ferent things. I see the subsidy of the type you mention is necessary 
especially if you retain the service in the good years and bad. If you 
get in the recapture business, which you do in good years, then that 
subsidy gets back. 

In the first 10 years of our contract we collected $5,350,000 in sub- 
sidy and we paid back $5,350,000 in the 10 years. 

Mr. Bonner. Do you mean to say that for 10 years the operation 
of your line cost the Government not a cent in susidy ? 

Mr. Starter. Yes, sir; I am saying the first 10 years of the contract 
it did not cost the Government a cent in subsidy, and that was true 
of other carriers. 

Getting to Mr. Seely-Brown’s point, right after the war we had full 
ships in both directions and we were under the recapture provision 
very rapidly and we ran into a situation where the business in the 
Mediterranean and India dropped 40 percent in a matter of less than 
a year and we had to continue to maintain under our contract those 
sailings. That was a partial offset to that subsidy. 

If the situation of the first 2 or 3 years continued, most of us 
would be in a recapture position most of the time, but, on the other 
hand, when you get these years like 1950 and 1951, at least in our 

art of the world, that situation very quickly changes because you 
hs ave got to have full ships. 

Mr. Sre.y-Brown. In other words, you feel the subsidy program 
provides protection rather than encourages or fosters a racket ? 

Mr. Suater. I cannot see the fostering of a racket where you are a 
partner in the Government as soon as you reach a point in the profits 
you make, It is true we were working for the Government, but the 
fact. that we did pay it back indicates it is not a racket for our 
particular benefit. 

Mr. Srety-Brown. That is important. That is all, Mr. Chairman. 

Mr. Weicuet. Mr. Keogh. 

Mr. Kroeu. I have no questions at the moment. 

Mr. Wercuev. Mr. Allen? 

Mr. Auten. Picking up one of Mr. Seely-Brown’s questions, 
wouldn’t it be true that so long as the American standard of living 
is higher than the standard of other maritime nations, the subsidy 
problem will be with us, but would it end if we lowered our standards 
to theirs? 

Mr. Starter. That, of course, is quite clear. The one point I had 
intended to make in response to that question is that the situations 
which may produce the competition in American industry in certain 
parts of the world against the foreign-made products are not possible 
in shipping because the question of the utilization of the capital item 
is not something which we can control. If you set a program in any 
industry, you set the program, and if you utilize all those capital items 
you get a lower cost, but we cannot take the utilization of the capital 
item we have, and therefore it is not possible in shipping or in ship- 
building to do in this country the things which have made possible for 
American-made things to compete abroad in certain cases. There- 
fore, that is another way of saying what Mr. Allen was saying, that 
either our living standards must go down to the other fellow’s, or his 
must come up to ours, or we must ‘offset by greater utilization of labor 
and of capital assets the higher costs of that labor and those capital 
assets, 
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Mr. Atxen. I have been trying to get some answers to what seem 
to me to be the two statements made on the part of those who advo 
cated a basic change in the 1936 act. 

One was this difference in net worth between the subsidized and the 
unsubsidized lines and the changes, percentagewise, over a 10- or 12 
year period. I think the fact was that a figure was submitted that 
the net worth of the unsubsidized lines increased by 72 percent and 
the subsidized lines to some 632 percent of the earlier figure at the start 
of the period. That took in a prewar and the war period, I believe. 

Would you care to comment as to what the difference in net worth 
signifies 

Mr. Stater. When you get percentages like 600 percent, it is quite 
likeiy that your denominator is pretty small, isn’t it, and one reason 
that that increase was so high was that the net worth of many of the 
lines was very low as of the start of the operation of this act. Our 
own company’s net worth was something like $3 million or $4 million, 
if I remember, and it is now $44 million. That is, whatever number 
of times it is. 

Yes, but we were putting the money back into ships. Not only 
were we putting the money which was tax free back into ships, but 
we were putting our stockholders’ money into the ships. I have the 
figures here. So that the increase in the net worth to me is partly, 
in part, attributable to the 1936 act because it made companies which 
were not too strong, by building new ships, by building up the reserve 
funds, and by making the ships more efficient, and they have increased 
the tonnage and therefore have increased the total volume. 

I think we are getting 3 to 5 times the tonnage we carried in the 
earlier days. If that does not prove the act, I don’t know what does. 

Mr. Aten. Does the increase in percentage of net worth indicate 
the companies make a profit ? 

Mr. Starter. I don’t think it does. 

For example, let us consider who are some of the—who would be 
included in the unsubsidized companies. Let us take United Fruit. 
There was a strong company. It owned its own ships and probably 
had a substantial net worth. I don’t remember the exact position of 
the Isthmian company which had a large fleet before the war. Some 
of the other carriers were part industrial, or even if they were not in- 
dustrial, did have ships on their balance sheets and therefore the de- 
nominator, this fraction was high. 

So the mere assumption that that big increase in net worth is an 
indication of enormous profits just ignores the facts. 

Mr. AtLeN. Would the net worth be held down if dividends were 
paid to stockholders ¢ 

Mr. Starter. Yes, our net worth is held down by dividends. 

Mr. Autien. Part of it might be shown in the dividend record of the 
various companies. 

Mr. Starter. It could be. I am not in a position to say it was. But 
it could be the fact that the greater proportion of the money being 
spent in dividends would reduce the net amount of the dividends. 

Mr. Srety-Brown. As I understand, the ability of a line to build 
a fleet or modern vessels was due in part to the provisions permitting 
deferment of taxes on reserve funds and in part by the use of stock- 
holders’ earnings. 

Mr. Starter. Yes, sir. 
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Mr. Sreery-Brown. About how much came each way, approxi- 
mately? In other words, how much of that came from the stockhold- 
ers’ earnings ? 

Mr. Starer. My recollection is that something like $30 million came 
from stockholders earnings, of the total amount. 

Mr. Seety-Brown. Thirty million dollars out of what? 

Mr. Starter. When the 1936 act was passed, through 1952, American 
xport Lines profits for the full period, after taxes, were $59 million. 
That is approximately 15 years. We deposited a total, voluntarily, of 
$25 million into our reserve funds. Then of course there were deposits 
of depreci ition of S20 million, there were proceeds from the sale of 
vessels of $14 million and of the total amount of the $59 million which 
we made, after taxes, the free earnings retained were about $27 million, 
That is where I got the $32 million. 

Now mind you, that is voluntary deposits. Let us not have any 
misunderstanding. It represents the total deposits of earnings. That 
does not represent the amount of tax on those earnings which was 
deferred. 

But another way of putting it, what was actually a reduction of 
taxes by reason of this, I will have to figure it out, because it would 
depend on the actual rate in the years which were covered and the 
correct portion of course was put back in 1940 and 1941 when the tax 
rate was much lower . 

But it is a fact that of the $59 million of earnings, after taxes, we 
only retained as free earnings $27 million, and the balance of it went 
into ships and into the reserve fund. There was some still left in the 
reserve fund. 

Mr. Atten. Where do the tax deferments enter into the picture? 
On what is tax deferred ? 

Mr. Suater. In our case most of those voluntary deposits were prior 
to the war. There was about $6,300,000 of that amount that I have 
given that represents earnings that are subject to the agreement with 
the Internal Revenue Department on tax deferement. 

Mr. Auten. If you deposit earnings on which taxes are deferred, 
then in a sense the deposit would be of the net earnings, after taxes, 
plus the tax deferment which is involved. 

Mr. Suarer. Plus the tax that you otherwise would have paid if you 
had taken the money out. 

Mr. Auten. In figuring the net worth as the figures come to us, 
does that figure include the deposit, plus the deferred tax ? 

Mr. Suater. Yes; it would include the value of the assets, Mr. Allen. 
It would include the amount which we use for the ships which would 
include tax deferred money. 

Mr. Auten. Could you withdraw some of that money if you wished 
to and had permission ? 

Mr. Starer. Well, theoretically, you can draw only from the special 
reserve fund. You cannot use the capital reserve fund for other pur- 
poses and therefore, as a practical matter, you cannot take that money 
out. 

Mr. Auten. Does the special reserve fund have in it tax-deferred 
earnings ? 

Mr. Suater. No. 

Mr. Atten. Then once you have committed your earnings to the 
capital reserve fund, you have permanently deferred the taxes and 
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the money that is deposited is permanently beyond your use except for 
purposes which the Government spec ifies. 

Mr. Starter. That is right. It is completely beyond our power to 
withdraw for the purposes of paying dividends or making disburse- 
ment of any other kind. 

Mr. Aten. What would happen if the company were out of busi- 
ness? Would that be a part of the net worth ¢ 

Mr. Suater. If the company were out of business and in liquidation, 
sold the ships, then the amount of tax deferred money is eliminated 
so that you then pay the tax on the full amount of the vessel. If you 
bought a vessel with 100 percent tax deferred money, you would 
have to pay a tax on the full amount of the sales price. 

Mr. Atien. Then is it true tiat the part of the net worth that is 
represented by a capital reserve account 1s worth its face value only if 
you use it strictly in accordance with the law for the purchase of new 
ships? 

Mr. Starter. I think that is true. On the other hand of course I 
think it must be quite clear that there is no doubt as to that value as 
long as the ships are used for the purpose mentioned. 

Mr. Auten. The point I am getting at is that, and I think it is true, 
that if a similar figure of net worth were involved with an unsubsidized 
line, it is quite possible that the reserve would be free for distribution 
to the stockholders in its entirety. 

Mr. Starter. Let us put it this way: As between the two there would 
be a much higher tax paid on the liquidation in the one case than the 
other. Mr. Nemec is a much better man than I am on this, and if I am 
not right on this I hope he will straighten me out. 

Mr. Auten. Another point I have been trying to get some clarifica- 
tion on is this matter of tracing the wage subsidy payments and trying 
to find the explanation or untruth of the statement, if it is untrue, that 
the subsidized lines have no economic urge to keep down wages because 
the difference between the foreign wages ‘and whatever they may choose 
to pay comes out of Government subsidy, which is a point that I think 
we cannot just brush off because it does come from a substantial part 
of the management on the one side and was quoted in an article of the 
New York papers that was attributed to the present of one of the 
large unions on the other side. 

Both of those sides agree that subsidized lines are using Government 
money, and I think we need a pretty clear and understandable explan- 
ation, and for that reason I pursued the question. 

Mr. Siater. If you want to add my answer to the 5 or 6 you have 
obtained on it before, I would say this, No. 1, I do not sit in on the wage 
negotiations but I do have something to say as to what our company 
is willing to do, and I say we are not influenced by the fact that we are 
going to | get some of that money back. We are much more concerned 
about where our costs are going. 

In a passenger ship where these things hit us in a different place, the 
operations are not such as to produce very large profits, and we know 
that we never get it all back, as a practical matter. It isn’t as if some- 
body figured out what is the subsidy, what is this wage increase, and 
added it onto the subsidy the previous time. 

Last year it was the 44 hour and then the 40-hour week. We got no 
benefit on that last year because they are only figured up at the begin- 
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ning of the year, so as far as last year is concerned, none of that has 
been of benefit to us. 

In the second place, we are operating four ships without subsidy. 
That hits us on those ships just as hard as it does someone else. Those 
ships are not operating against subsidized lines. They are operat- 
ing in other areas. 

We have subsidy on the record but have not received it. 

Lastly it is in the recapture provision that does not get the benefit 
either. I state categorically that that is not the reason that these 
increases have been given as far as anything I know about myself. 

In the second place, there are many reasons why we think a long 
time before we give a wage increase because we cannot possibly get 
back what goes. One way or the other we lose a portion of it. 

For example, take this year, the Italian officers were given a 12- 
percent increase. We do not get that increase given to our officers 
last year. It is all relative, and you don’t just add it on. Maybe you 
will get it back and maybe you won't. 

So, to say you look at that thing and say I will get it back is assum- 
ing stupidity. We may be stupid, but we are not that stupid. 

AutEN. Is it true to say that whatever increase is made after 

th 1e first of the year, after your subsidy differential is computed, is 

ne by the subsidized lines as to the unsubsidized part of the year 
in n exactly the same fashion as by the unsubsidized lines? 

Mr. Suater. Yes, sir. 

_Mr. Auten. And it is true that if a company is in a position where 

» Government is fully recapturing the subsidy, there is no difference 
ie re. 

Mr. Stater. There is no difference there. 

Mr. Dres. But the fact remains that the more wages paid, the more 
subsidy they get. 

Mr. Auzen. On the basis that the more wages the more differential. 

Mr. Dries. That view is undisputed, I would think. 

Mr. Auuen. Is that fact undisputed ? 

Mr. Starer. Could I answer that one? 

Mr. AuLeN. Yes. 

Mr. Starter. I think that assumes that the subsidized lines assume 
that there is no possible cutting off of the flow of subsidy that comes 
in that direction. Regardless of what the law says, we have had ex- 
umples in the last four Congresses that you just don’t ask for the 
subsidy and get it. 

Mr. Dies. You mean there is always the risk that it may run out. 

Mr. Starer. There is the risk that it runs over and there just isn’t 
wnything more to put ahead. We certainly have no desire to build 
up the subsidy we are to get. We do not get all the subsidy right off, 
you know. In the first place, we do not get it until the beginning of 
the next year and then we only get 75 percent of that increase until 
the Commission audits our b ks and then we get 15 percent and then 
the remai ning 10 percent we may never get. 

Mr. Dries. But getting back to the fundamental proposition that 
since wages are the biggest factor in the cost of operation, your wages 
determine ultimately the amount of subsidy. 

Mr. Siarer. The relative wages determine the amount of subsidy. 

Mr. Dies. Relative or not, since wages are the biggest factor in the 
amount of subsidy, that is largely influenced by the amount you pay in 


wages. 
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Mr. Siater. I want to make it clear that it is relative wages. If 
we went up 10 percent and the other fellow went up 10 percent, there 
is no increase in subsidy. 

Mr. Dies. On the subsidized lines if you all go up 10 percent. 

Mr. Starer. No. If a foreign competitor goes up as much as we 
do, there is no increase in subsidy. 

Mr. Dries. You mean = he increases his wages? 

Mr. Starer. Yes, si 

Mr. Dies. From your experience, do they increase hd 

Mr. Suater. The Italian lines have had increases in officers and 
crews both. To that extent we will not get any increase in our subsidy 
so far as the Italians are concerned. 

Mr. Auten. As a matter of fact, if our wages stayed the same there 
would be a decrease by reason of the increase in the Italian lines? 

Mr. Suater. Yes, sir. 

Mr. Auten. Is it true that if you are not in a recapture position 
you would then be dealing only with Government funds if there is 
a change exactly at the beginning of a year? 

Mr. Stater. Taking the full amount when you pay, the answer is 

“Yes.” You have got to realize you do not get it all at one time, but 
if your question is if the increase took place in the American subsi- 
dized carriers the first of the year and there is nothing on the foreign 
side and you were not in a recapture position does the amount of 
increased wages go into subsidy, I think it does. 

Mr. Auten. That brings me to a question that occurs to me as I 
tried to figure out some way of not changing the ultimate situation, 
but at least avoiding criticism that it is leveled at the subsidized 
lines. 

Assuming that it costs $900 a day on a Liberty ship for wages on 
the American scale, and $500 on the foreign scale, I take it that the 
daily subsidy would be the difference of $400. 

Suppose that instead of paying the difference between the foreign 
and the domestic scale, let the payment during that year, or subsidy, 
be 44 percent of the seaman’s payroll, would that not put you in a 
position an you get the same subsidy except that you granted : 
increase, in which event you would give away 56 cents of your own 
money ¢ 

Mr. Starter. Suppose the increase comes about through no fault of 
ours. We have had many cases where it was not the fault of the 
subsidized or the unsubsidized lines. We put it in the hands of an 
arbitrator. 

Mr. Auten. I am not arguing that there is any fault. I am trying 
to put — the subsidized lines that explainable, de ‘monstratable eco- 
nomic urge to be as careful as they could with the whole dollar because 
they hada A eth part of it coming out of their own pockets. The idea 

snot original. But it is the system the Government itself uses with 
local governments when the Government will say to the States, “Well, 
you build your schools an - we will give you es » percent of the cost,” 
knowing that economies will be pr: icticed in order to cut down the 
rest of the cost. 

Mr. Suarer. The difference fundamentally in that is that you are 
overlooking the fact that the rate is fixed by the foreign carrier. In 
other words it is the $500-a day fellow who fixes the rate because if 
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he thinks he can do all right on that rate he is not going to a higher 
rate because he knows he can get more business. 

So the rate is fixed by the lower-cost operator, and therefore you 
are really getting entirely away from the theory of the act, which is 
not to assure the American operator a profit but merely to assure him 
parity as to the others. 

Mr. Aten. I am speaking of wage rates now. 

Mr. Starter. It is the same thing. 

Mr. ALLEN. Suppose on the other hand the American union comes 
to you and says “We want $1,000 a day instead of $900 a day.” You 
go up and you were paid instead of $500, you are now paying $555 
of your own money and you are paying $445 of the Government’s 
money and you have lost $55 of your profit if you increased the wages. 
It is an economic pressure which theoretically is exactly the same as 
the pressure on the unsubsidized lines, according to their own claim. 

I am wondering why that wouldn’t be a type of determination of 
wage subsidy which would put you under the same pressure and in 
the long run would not change you from the position of getting the 
full differential ? 

Mr. Starter. We are as a matter of fact under a different pressure. 
If he does not like it he ties the ship up or puts it into another service 
or he charters it to some body else. We have other pressures which 
are ours and which he does not have. The mere statement that because 
it comes from the Government therefore we are quite happy to throw 
it away is merely a statement. It isn’t anything that can be demon- 
strated. That is just a statement. That is all that is. 

Mr. Bonner. Do I understand the witness here presents his recom- 
mendations and is willing to submit them to this committee justifying 
subsidy? The reason I ask that is when the proponents of the amend- 
ment to the 1936 act were before the committee I asked some ques- 
tions about their financial records, whether or not this committee 
might have the advantage of seeing them to show what they had done 
to perpetuate the American Merchant Marine in setting aside funds 
for replacement and certain other things. 

Now I want to ask the clerk of the committee, or the Chairman, 
what response has the committee had to that request ? 

Mr. Wercuex. The Maritime Board, depending on what record you 
want, if you want the records that they file down there they are avail- 
able from the Maritime Board but other records with aieaas to 
their profits, for example, that is something else. 

Mr. Bonner. The subsidized lines. I asked something about the 
records of the unsubsidized lines to show what profits they had dis- 
tributed and what they had done to put them in a position to replace 
their fleet, the reserve funds, and the witness said that he did not know 
whether he could submit those records or give an answer to the ques- 
tion, that he would have to consult with the people he represented. 
I wanted to know what answer we have gotten on that. 

Mr. Weicue.. I haven’t been advised of their having sent in any 
records. 

Mr. Bonner. But they are the proponents of these hearings. 

Mr. Wercuet. Yes. 

Mr. Ray. I asked some questions along the same line. 

Mr. Bonner. I remember you did. 
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Mr. Ray. The witness said, “Write to the companies and ask for 
that information.” They referred me to the Maritime Board. I ad- 
dressed the questions there, but I have not received answers as broad 
as I asked for. 

Mr. Bonner. And as broadly as this witness has answered them. 
This witness has practically done here what we asked in that case. 

Mr. Seery-Brown. But isn’t he required to by law since here is a 
subsidized operator ? 

Mr. Bonner. I understand that. 

Mr. Srerty-Brown. Whereas an unsubsidized operator doesn’t have 
to make public his statement as does a subsidized operator. 

Mr. Starter. But not this statement. 

Mr. Bonner. The whole purpose of my inquiry was to ascertain 
what the unsubsidized operators, tramp operators, were doing to per- 
petuate their fleets and that is the intent of the subsidy here, to per- 
petuate and replace the fleet, isn’t it ? 

Mr. Siatrer. Yes, sir. 

Mr. Bonner. That is the only reason I asked the question and 
brought it up. Iam glad to get the information that you did not re- 
ceive the answers yet, Mr. Ray. 

Mr. Atten. I had some questions somewhat along the line of ques- 
tions that Mr. Bonner was asking. I have had the opinion, I might 
say at the outset, that there are a great number of values which the 
Merchant Marine contributes to the potential national defense equip- 
ment of the nation which we as a committee and I think the merchant 
marine industry as a whole assumes are fairly well known without ever 
taking the trouble to specify and give examples of just what services 
are included. 

For example, I asked Admiral Denebrink if it were not true that 
if we did not have our subsidized lines on regular routes sailing speci- 
fied numbers of sailings and thereby having the ships distributed all 
over the face of the globe, it might be necessary for the Navy to have 
some ships, possibly similar, on station to have them available for 
emergency use quickly if trouble broke out some place or another. 

With that sort of thing in mind can you give us some ex: umples of 
the value of your fleet as a part of the national defense? The first 
thing that occurs to me is this, that if there were an outbreak of hostili- 
ties in the countries bordering on the Mediterranean, I presume you 
would have the obligation, or rather it would be the obligation of the 
Navy to immediately evacuate the American nationals from the 
danger area. What would they do in that case? 

Mr. Starter. It so happens that from my own knowledge I can 
give you a distinct example of that type of thing. In the summer of 
1936 you will recall the Spanish revolution broke out and it resulted 
in some very bloody riots, with great danger to a large number of 
Americans and others who were in Spain. 

One of our combination ships was just coming into the port of 
Marseille, France, and I received a call from the Assistant Secret ry 
of State asking us whether it would be possible for us to divert that 
ship. I told him yes, but the only thing I would ask was that, since 
there was no war risk insurance at that time, if the State Department 
would protect us on that particular phase of the insurance we would 
take the risk and do the rest. 

33116—53—pt. 124 
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We put the passengers we had on board our ship which had pulled 
into Marseille into hotels and took the ship to Barcelona and took about 
300 Americans and other nations and brought them to Marseille and 
picked up our other passengers and then continued our trip. They 
did know that ship was in that spot. 

Likewise, when the situation in Europe developed in different 
stages as World War II got under way, our ships were spotted in the 

eastern Mediterranean and we were ti aking all the people of various 
countries out who wished to come back home. 

Mr. Auten. Getting back to the Barcelona-Marseille transaction, 
how long did it take from the time you got the request to the time the 
Americans were out of Barcelona # 

Mr. Siater. Within 36 hours. 

Mr. ALLEN. Have you say any idea what the Navy might have done 
if your ships were not available? 

Mr. Starer. At that time the Mediterranean was not quite as im- 
portant as now and there weren’t any Navy ships available. 

Mr. ALLEN. Also there might be other occasions. Suppose there 
were an outbreak now, what ships would be available to take refugees 
»f America out of France and Marseille / 

Mr. Sater. I hesitate to mention the Jndependence and the Con- 


ti if 


stitution. 

Mr. Auten. If you don’t I will. 

Mr. Stater. But, of course, we all know who sat in at different times 
on plans in the event of trouble, what is done. ‘The first thing that 
happens is that those ships are made available for the movement of 
people out of the affected area to some relatively safer point, not neces- 
sarily all the way to the United States. They would probably shuttle 
back and forth between some point in Europe and Africa or Asia or 
some safe spot. But that is the first thing that is done. They get 
their hands on every passenger ship that the United States can get 
its hands on, partir ularly our own. With our own there are no ques- 
tions asked. They say “You will put the such-and-such ship at such- 
and-such port at such-and-such time.” 

Mr. Auten. How many American refugees could you bring out 
within 48 hours ¢ 

Mr. Starter. For a short trip you could easily take care of—the only 
problem would be lifeboats, and I suppose under those conditions the 
Coast Guard regulations go overboard, and other than that you could 
easily take on 2.500 in a matter of hours. 

Mr. Atten. How long would it take to make one of those ships 
available at Marseille? 

Mr, Stater. First you would have to get rid of the passengers you 
had and for those first immediate situations it would be a matter of 
hours because you would probably set up cots and so on in the public 
rooms. In other words, a quick job. 

Later on we believe we would take about 5,000 troops, but that would 
require a substantial job. The thing you ars talking about, I think we 
would be ready to take out 2,500 in a matter of hours. 

Mr. Auten. Aren’t the requirements of your schedule on those 2 
vessels such that 1 of them is always likely to be in the Mediterranean ? 

Mr. Starer. That is always true, either in the Mediterranean or 
between the Mediterranean and the Azores, 





AMEND 1936 MERCHANT MARINE ACT 365 


Mr. Aten. The speed of the ships would get 7 *m back to Italy 
if you wanted to divert them and get another 1,500 aboard. You 
could get them back very quickly. 

Mr. Suarer. Yes. 

Mr. ALLEN. You could get them back in another 36 hours or so. 

Mr. SuaTerR. If you were between Cannes and Gibralter it would be 
less than that. 

Mr. ALLEN. If the two ships were at the point where they pass in 
the Atlantic. 

Mr. Suater. That is normally between Gibraltar and the Azores. 

Mr. Auten. What would it be from that point? 

Mr. Statrer. Between 36 and 48 hours. 

Mr. Auten. Then you would have both of them? 

Mr. Starer. Yes, sir, both of them. 

Mr. Auten. I think you ought to say a word, if it is true, that these 
ships are equipped to take on that number of passengers. 

Mr. Suater. I think the record is clear that their permanent troop- 
carrying capacity is about 5,000. Of course that does require a sub- 
stantial shipyard conversion job, which would take some time, but 
I am talking about the emergency situation that I understood you were 
talking about, and I am sure we could take care of that number. 

Mr. Auuen. Is it not true that there are facilities for developing 
more available water and more available power which is built in? 

Mr. Starter. It is built into the ship. The capacity for water and 
power have been built into the ship. 

Mr. Atiten. That is a national defense feature, always available, 
rather than a commercial need? 

Mr. Statrer. Yes, that was a national defense feature, recognized by 
the Navy and the people who made the studies of that. 

Mr. Atten. You have mentioned the tax deferment program. Are 
there any alternatives to it that might be equally effective that you 
know of ? 

Mr. Siater. Frankly, that has been studied very carefully, and I do 
not know nor do I know of any of our group who have been able to 
come up with anything with less objection to it than tax deferment. 

Mr. Wericuex. About this increase of assets of the subsidized lines, 
I don’t know how much it enters into it, but with reference to ships 
built with a construction subsidy there is a right to requisition the 
ships for title at book value and the Maritime Commission and the 
War Shipping Administration requisitioned the unsubsidized ships 
for title and put the companies out of business, and as to the subsi- 
dized ships, they let them run along a long period of time, and I don’t 
know whether they requisitioned any of them for title, but they did 
requisition them fianlly for use. Didn’t the charter hire thus paid 
materially add to the assets of the subsidized lines? 

Mr. Starter. I would say the contrary, sir. 

Mr. Wercuet. The testimony some time back indicated what I am 
saving to you with reference to the requisitioning practices. 

For instance, the intercoastal fleet, they wiped them out, put them 
out of business, and the subsidized people who had ships built with 
construction subsidy, they did not requisition those for title. Didn’t 
they give them an opportunity to make earnings which the unsubsi- 
dized companies didn’t have if they took their ships away ? 
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Mr. Siater. The answer is “No.” In the first place, we did have 
ships which were requisitioned for title. We had the four Aces which 
were requisitioned for title probably before anybody else’s were. 

Mr. Wercuen. I am not talking about yours; I am talking about 
them generally. 

Mr. Stater. And they also requisitioned some of the cargo ships 
for title. As far as being able to make money on being requisitioned 
for use, the question of the money which we made on ships requisi- 
tioned for use was so small that if you will look at the earnings on 
subsidized lines during the war period you will see how small that was 

It is my recollection that some of the important renegotiation dis- 
cussions which have been going on have been as to the profits of the 
nonsubsidized lines in the prewar period. 

Mr. Weicuer. You had some experience in construction subsidy 
arrangements. 

Mr. Starter. Yes, sir. 

Mr. Weicuet. At the present time it is my understanding that you 
ask for a ship and finally the Maritime Board builds it, finally sells it 
to an operator and he buys it at a reduced price amounting to its cost 
less the subsidy. And what the operator pays for the ship, the reduced 
price, the Government finances that over a period of 20 years. 
Wouldn’t it be better and more simple in the light of your experience 
if in the first instance the operator would go to the Government and 
say, “Here are my plans for a ship for a route,” and if the Government 
approves the plans then the operator makes his contract with the ship- 
yard to build the ship for the part of the cost that he is going to pay, 
and that the Government make a contract with the shipyard for the 
part that it is going to pay so that the operator might own it from the 
beginning. Wouldn’t that simplify the matter, and you finance your 
own as was suggested here the other day ? 

Mr. Starter. That is what we actually did do in the case of the 
freighters, Mr. Chairman. In the case of our freight fleet we made a 
contract with the Bethlehem outfit which was the low bidder. 

Mr. Weicuet. Did the Government pay them their part? 

Mr. Siater. The Government paid its part and we paid our part. 

Mr. Wercuex. Does the Maritime Board do that in every instance, or 
is it at their discretion to do it. 

Mr. Srater. I have no idea. That was the earliest contract. That 
was in 1938. 

Mr. Weicuen. The suggestion here was that all the Government 
would have to do in reference to subsidy, if the committee approved 
the plan was that the Government pay the subsidy to the shipyard and 
that the operator make his arrangement for his own financing for 
his share. Is that objectionable in the light of your experience! 

Mr. Starter. Our experience would indicate that until the situation 
is much more stabilized than it is now it would be very difficult for 
any shipping company to get financing through the ‘banks or the 
insurance companies in the light of experience. 

Mr. Weicnet. If he had the title in the first instance. 

Mr. Starter. He doesn’t get the title until he takes over the ship. 

Mr. Wercuet. That is at present. 

Mr. Starter. But he never gets the title. The shipyard has the title 
until he takes delivery. 
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Mr. Wericuet. In other words, the contract would be between the 
operator and the shipyard, rather than having the Maritime Board 
sell you a ship like they sold you the /ndependence and the Constitu- 
tion. ‘That was the sale of ships. 

Mr. Stiarer. Yes, sir. There are two questions there. One is, can 
the private operators finance the three-fourths outside through banks 
or insurance companies. 

Mr. Weicuex. He isn’t financing three-fourths. He is financing 
somewhere between 50 percent down to 30 percent. 

Mr. Suater. At the present time he pays 25 percent of the foreign 
cost, in cash, and the other three-fourths of that amount the Govern- 
ment provides in a mortgage. I am saying in order to get that three- 
quarters, outside of the Government financing there has to be some- 
thing which will indicate that such financing will be safe to the 
lender, just the same as the people who have financing on aircraft or 
railroad cars or locomotives, but those securities have proven, by ex- 
perience, to be good securities, and until we can prove that we are in a 
position to carry through the deal I don’t see too much opportunity to 
do it. 

Mr. Weicueu. We are talking about amending the act so that the 
operator can make his own arrangements with the bank or insurance 
company for the money and that mortgage would be guaranteed by 
the Government. 

Mr. Siater. That is something else again. 

Mr. Weicuet. And if you default the lending agency would be 
able to assign the mortgage to the Government and be repaid its 
investment. 

Mr. Siater. Whatever you did to make that security a good secu- 
rity from the point of view of the lending agency would be a good 
thing to do and of course a Government guarantee would be one 
way of accomplishing it. 

Mr. Wetcuen. Do you have any questions, Mr. Keogh ? 

Mr. Krocu. No questions. 

Mr. Wricuen. Mr. Robeson. 

Mr. Rogerson. Other countries are building ships and I assume 
build them with improved design and features that will allow them 
to operate more efficiently and offer better service ¢ 

Mr. Suarer. Yes, sir. 

Mr. Roseson. That is happening now? 

Mr. Suarter. Yes, sir. 

Mr. Rosrson. Now, then, we are not only concerned with an ade- 
quate merchant marine fleet, but of maintaining one. So, consequently 
if we continue to improve the production of American service by the 
adoption of new and improved service, then the American merchant 
fleet will be able to offer equal or better service. 

Mr. Siarer. Yes, sir. 

Mr. Rosrson. Then in your opinion is it the intention to add Amer- 
ican ships to the fleet that are at least as good or better than the foreign 
ones now in the trade? 

Mr. Starter. If I may say so, I think the first thing to be sure in 
accomplishing the purpose you are talking about is that there is going 
to be stability in the industry. The curse of this industry, from my 
point of view and my observation, and I was not born into it because 
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I was a relative newcomer to it, but looking at it as a student, the 
Government could not ever make up its mind what to do about it, 
and that has been going on ever since 1916, 1920, and 1928, and we 
have had successive Congresses go into it, but not until the 1936 act 
was anything done that stuck long enough and has gone even as far 
as we have in this period. 

= refore, we can all criticize the 1936 act and we can all rewrite 
it, but the concept of it is sound in my judgment, and the proof of that 
is the condition of the subsidized lines involved in which it is true 
that that has been benefited by prewar and postwar amounts of traffic, 
but even today in ie area which is affected less by the cold war, even 
though it is affected, business is enough to enable us to earn something 
for the benefit of the stockholders. 

In spite of that fact, however, the shipping stocks will sell on the 
bases of about 10 times their earnings. I dont’ mean that. I mean 
that our own stock for example pays $1.50 and it is down to 15 today, 
the lowest amount it has been. That is not due to poor business. We 
are earning dividends. 

We had good business the last few years. Other companies have 
done even better than we have. Yet you will find all those stocks at 
a point where the price on the stock market is absurd. Why is that? 

[If you go among the investment people they will tell you because 
they have no confidence in the industry or the future. Why so? Well, 
oe Government is always doing something about it. 

» to me the first thing necessary is assurance of a stability of a con- 
ce a that we are going to continue. 

Secondly, and I don’t know how you can chi inge this, but if every 
succeeding appropriations committee will decide to knock off . many 
sailings and ignore the act, that will not help the industry. I don’t 
know anything that you genlemen can do with the Appropriations 
Committee. We certainly cannot. But all those things point to a lack 
of stability in the industry. 

However, if we carry on and have some assurance that the com- 
mittees of Congress are giving sympathetic interest to the type and 
the policies which have been used in the 1936 act, I think those com- 
panies will go on and increase their strength and they will be able, 
and I think that is the only place that you are going to get a renewal 
of the fleet, and we have said that we have certain money that we 
have to put into the capital reserve fund and we have other mone 
which we can, with your approval, put into the capital reserve fund. 
But that does provide the necessity for replacement, and we our- 
selves are studying what should be the next cargo carrier for our com- 
pany. Should it be as big and as fast as a Mariner, or something dif- 
ferent. Other companies are doing the same thing. 

We are all aware of this block obsolescence and there must be 
some way found to spread it over a period of time and there are mat- 
ters before you gentlemen that will help to make it through accelerated 
depreciation or some other means. 

For instance, putting the ships in the reserve fleet and the most 
modern ships will go in the commercial fleet. 

One thing we should all remember in connection with this national- 
defense business, the reason that the Liberty ships were built as 
Liberty ships, one reason alone, and that was the lack of capacity for 
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turbine and gear. But the machinery couldn’t be built. So we built 
these thousands of Liberties. Everybody said why did we build any- 
thing like that? 

Here is a reserve fleet in prospect of the present commercial fleets 
that are subsidized that can move into that reserve section and let them 
replace them if some means can be found to get rid of this block 
obsolescence of newer and faster vessels, then those which were built 
prior to the war and that, to me, is one of the most serious and im- 
portant objections that the industry has today. 

Because the first cargo vessel which we bought of a particular type 
cost in total $2,150,000. That was a ship 55¢ 1,000 cubic feet, good for 
1614 or 17 knots, and has been doing a good job since that time. Those 
were built during the war for the Maritime Commission, and the Mari- 
time Commission liked that type. I think the last one of those that 
were built during the war was something like $3,600,000 or $3,700,000. 
Today there is every indication that they would cost, the e xact dupli- 
cate, would cost $4,500,000 to $5 million. 

Well, that is bad. But we are confronted with an average of almost 
$10 million in the Mariners. We have got to find a ship that is useful 
for our purposes but will not cost us much, asmuch asa Mariner. That 
is one of the great handicaps in the Mariners, that high cost. We must 
either have those or some other ships, and the only thing I know how 
to do there is to find the ship that will do the job for us. 

But you gentlemen can help by finding ways and means in which 
there can be an acceleration in the replacement program, a start 2 years 
from now, or next year, because we already have maybe 5 or 6 ships 
that are 12 years old. We must some time or other think in terms of 
this not as 1965 but in 1956, which isn’t too far off. So, it is a very real 
problem. 

Mr. Roseson. That is what I had in mind, and I thought we might 
as well face it, that we are not going to have much of a merchant marine 
if we let it deteriorate. 

Mr. Suater. That is right, and we will be where we were before 
World War No. II. 

Mr. Rospeson. And spend probably $20,000,000,000 building some 
more ships. 

Mr. Suater. Yes, sir. If there were not a war we wouldn’t have a 
merchant marine. 

Mr. Rosrson. Thank you. 

Mr. WetcHev. Do you have any questions of Mr. Slater, Mr. Shelley ? 

Mr. Suetiy. Not at this point. 

Mr. Weicuev. You may be excused, Mr. Slater. We will have Mr. 
Nemec testify about the financial plans. 


STATEMENT OF FRANK A. NEMEC, CHAIRMAN, FINANCE COMMIT- 
TEE OF 14 COMPANIES HOLDING OPERATING-DIFFERENTIAL 
SUBSIDY AGREEMENTS 


Mr. Nemec. Mr. Chairman, my name is Frank A. Nemec and I ap- 
pear here as chairman of the Finance Committee of 14 companies 
holding operating-differential subsidy contracts under the Merchant 
Marine Act of 1936. 

During the course of my appearance, I shall testify on matters 
which fall under the three headings outlined in my forma] statement. 
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Briefly, this evidence will cover a summary of a financial analysis 
— report for the 14 years ending Dece mber 31, 1951. 

Secondly, I shall also explain the significance and importance of 
the recapture provisions of the 1936 act, outline the recapture status 
of the companies shown and indicate the significance of these recap- 
ture provisions in connection with the Az ASO allegation of impru- 
dence in connection with wage negotiations. 

Thirdly, I shall also submit revised and complete estimates of the 
cost of both the AASO and of the tramp shipping proposals. 

I shall be followed by Mr. Gerald E. Donovan, vice chairman of 
the Finance Committee, who will explain the importance of the re- 
placement problem facing the industry and the necessity for the con- 
tinuance of the reserve fund provision of the 1936 act in connection 
om rewith. M1: Donovan wiil also comment on the part that private 

‘apital can be expected to play in meeting their replacement problem. 

I should now like to turn to the document which has been furnished 
to each member of this committee entitled “Financial Analysis and 
Report of Companies Holding Operating-Differential Subsidy Con- 
tracts under the Merchant Marine Act, 1936, as of December 31, 1951.” 

In accordance with your suggestion I shall review it and not read it. 

Mr. Weicue. Yes, if you will, please. Don’t put it all in the 
record by reading it because it will be put in the record for examina- 
tion by members of the committee. 

(Mr. Nemec’s statement appears on p. 496; the financial analysis 
on p. 502.) 

Mr. Nemec. First, I should like to briefly explain the nature of this 
report. 

The financial analysis and report which you have before you is a 
cold, factual analysis of the results of operations, coupled with a brief 
outline of the progress and contributions made by the lines under the 
Merchant Marine Act of 1936. The report contains a great deal of 
financial data and many details regarding the source of earnings and 
gains during this 14-year period covered by this review. 

To the best of my. knowledge, this report probably represents the 
fullest financial disclosure ever made by a group of companies to any 
committee of Congress. The companies which I here present hope 
that every member of this committee, as well as the staff, will study 
this document carefully and fully. 

\s we explain in the re port, the financgial analyses have been based 
upon a financial compilation made as of December 31, 1950, by a na- 
tionally known firm of public accountants, Messrs. Pri ice, Waterhouse 
& Co. This study was subsequently adjusted by us to include the 
results of operations for the year 1951 on the basis of data prepared 
by the Federal Maritime Board and submitted to this Congress in 
lebruary of this year. 

If you will note on the first page, we indicate that there are several 
large statements submitted with the report, a combined balance sheet 
as of December 31, 1951; a statement of earnings for the years 1951 
and 1950; and a completely historical document showing the changes 
in stockholder equity during the 14 years ended December 31, 1951, 
together with certain supporting schedules. 

Mr. Wetcnen. You submitted those to the Appropriations 
Committee ? 
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Mr. Nemec. No. I said reports for the year 1951 were submitted 
by the Federal Maritime Board to the C ongress in a House document. 

On page 2 of this analysis we outline the results of 14 years of 
experience under the 1936 act. You see in comparable columns two 
sets of figures. These are book figures to which I shall revert after I 
complete the historical analysis. 

However, just as a matter of summary, the first column represents 
the figures which are actually recorded on the books of these indi- 
vidual companies, and the second column represents the same source 
data, adjusted by deducting deferred taxes which will ultimately have 
to be paid. 

At the bottom of page 2 we have broken down the figure of net 
earnings and gains into its various components. ‘This summary shows 
that World War II operations resulted in earnings of less than $87 
million before taxes, that commercial operations which include sub- 
sidy net of recapture represe nts by far the largest element contributing 
to the growth of the « omipt anies during this period, aggregating about 
$483 million. During this period of time, Federal income and excess- 
profits taxes paid to the Government aggregated about $130,500,000, 
before addition of the $55 million in respect to tax-deferred liability 
which will have to be paid ultimately by the lines. 

At the top of page ; we begin our historical analysis of the results 
of World War I operations. 

I should like to briefly review the earnings realized from these 
W artime operations as well as the contribution made to the war effort 
by the subsid ized lines. This subject has often been misunderstood 
and the few moments which I shall devote to it may be helpful to 
this committee. 

The analysis of World War II operations covers the years 1942 to 
1945, a period of full mobilization for the American merchant ma- 
rine. During these years the entire merchant-marine fleet was requisi- 
tioned for use by the United States and, consequently, the only source 
of earnings by the various companies involved came from, first of 
all, agency operations and secondly, charter hire for the use of their 
ships. 

During these years only small earnings were realized from agency 
fees paid by the Government. This is true because not only were 
the fees low, but under the agency agreements the Government recap- 
tured from 75 to 90 percent of any earnings in excess of very modest 
minimums. During the World War II period the subsidized lines 
handled agency transactions for the Government involving $2,800 
million for a total compensation of less than one-half of 1 pe reent. 
Additionally, they handled large numbers of vessels and very large 
amounts of cargo for the Army, Navy, and other wartime agencies 
of the Government. 

During the war years the principal source of earnings of the vari- 
ous companies was clerived from the charter of their vessels to the 
Government. The bareboat and time charter hire rates were fixed 
by the Government and were accepted by all of the subsidized lines. 
The rates so fixed were less than the going commercial rates before 
Pearl Harbor. 

At the top of page 4, we state factually that if the subsidized lines 
had exercised their constitutional prerogatives and asked for judicial 
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determination of just compensation, their wartime earnings, as well 
as capital gains, would have been far greater. To support ‘this state- 
ment I have introduced at the top of page 4 a brief excerpt from 
the testimony of Admiral Land before this very committee during 
1944 which I would like to read for emphasis: 

If the owners generally had received our rates and sued in the courts, the 
extra cost to the Government for charter hire alone on the basis of the Olsen 
case, might have been over $150 million per annum or $500 million for the 
war period. 

However, all of the subsidized lines accepted the charter-hire rates 
established by the Government and all their vessels were operated 
under Government charters during the war years. 

During the war years all of the capital assets of these companies 
were wholly employed in war service, and during the years 1943 to 
1945, all of their compensation was received from Government sources, 

Many questions have been raised as to the reasonableness or unrea- 
sonableness of this wartime compensation and we think it high time 
that all of the facts be completely disclosed. Accordingly, beginning 
with page 5 of this analysis, we have made a comparison of the results 
of the wartime earnings of the subsidized lines with the results of 
a representative group of other war industries. 

If you will turn to page 5 of the report, you will first see summarized 
the operating earnings of the subsidized lines during the years 1943 
to 1945 inclusive, from which you will note that they progressively 
decreased from 6.6 percent of combined net worth in 19438 to only 
5 percent in 1945. 

Our comparison with other war industries during these war years 
disclosed that these earnings were far below those of any other rep- 
resentative war industry. 

At the bottom of page 5 we show a summary comparison between 
the average rate of earnings of a representative group of war indus- 
tries and those of the subsidized lines. You will note that in each 
of these 3 years the average rate of earnings of the other group was 
almost 3 times that of the subsidized lines. The details of these 
other war industries have been set forth on page 6 of our analysis 
and report. This tabulation is based on material obtained from the 
Securities and Exchange Commission and is factually correct. 

Turning to page 6, a brief review of this table shows that the earn- 
ings of the subsidized lines ranged from a maximum of about one-half 
to almost one-sixth of the rate of return of these other industries. 
In no one year did the subsidized lines earn as much as 50 percent of 
the lowest industry group represented in this tabulation. 

Further, as we have explained on the bottom of page 6 and on 
page 7, this comparison is made even more extreme when it is realized 
that these other war industries charged off tremendous amounts in 
respect of extraordinary amortization of wartime facilities. 

The records of the War Production Board disclosed that during 
World War II American industry invested more than $6,700 million 
in war facilities, the railroads partic ipating to the extent of about 
$1,400 million. Companies obtaining such certificates were able to 
acquire new fixed assets in many or most instances write off the full 
cost of such assets against maritime operations. As a matter of 
record, during the years 1943 to 1945, the subsidized lines received 
no operating differential subsidy, paid full taxes, and financed all 
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of their vessel acquisitions from their own private resources without 
benefit of certificates of war necessity. 

On page 8 we summarize the principal contributions made by these 
companies to the war service exclusive of the factors I have already 
outlined. 

In addition to these facts already given, the following is note- 
worthy in connection with the war services of this group of com- 
panies. 

At the beginning of the war, these companies contributed all of 
their old vessels to war services and, in addition, provided 110 new 
vessels aggregating about 1,072,000 dead-weight tons. All of these 
new vessels were constructed during the 1936 act and comprised 
almost all privately owned modern vessels available to the Nation 
during the first trying years of the war. 

By their experience, by their berth operations which resulted 
the establishment of large well-equipped shoreside organizations, 
both in this country and abroad, these companies saved the Govern- 
ment millions of dollars through efficient, prudent operations in their 
management of agency vessels for the Government. 

The subsidized lines, and indeed the entire industry was called 
upon to support the military services long before Pearl Harbor. 
Their vessels, staffs, and crews were in the battle line until V—J Day, 
but additionally, and this is noteworthy, the shipping industry was 
the last major industry to be demobilized from war service. Rede- 
liveries of vessels to private ownership did not begin until after the 
dissolution of the United Maritime Authority on March 21, 1946. 

Mr. Wercuet. Are you reading this whole statement ? 

Mr. Nemec. No, sir; not at all. These are some notes of my own 
and this is not the prepared statement which I submitted to the 
committee. 

In most cases, however, redeliveries of vessels were greatly delayed 
due to operational factors such as the termination of relief and 
rehabilitation needs of war-torn countries, the repatriation of troops, 
congestion in repair yards, and the inevitable delays in accomplish 
ing the necessary paperwork. While redeliveries were accomplished 
during 1946 and 1947, I suppose a fair estimate for v4 industry as 
a whole would be that an average redelivery date could probably be 
fixed at about the end of 1946. During this period of time the Gov 
ernment operated vessels for commerce “ial purposes, using the subsi- 
ized lines as their agents. Profits from these commercial ventures 
flowed into the Treasury and we have estimated that this delay in 
demobilization cost the subsidized group alone more than $10 million 
in commercial earnings. These, then, are the bare facts of the war- 
time services of the subsidized lines—a record of which the lines 
are justly proud. 

Starting with page 9, we briefly outline the commercial operations 
of the subsidized lines. As part of our report we have included 
statement C, a summary of earning from all sources during the 14 
year period. From this statement it will be observed that commer- 
cial earnings of the companies before Federal taxes or operating 
subsidies aggregated about $336 million during the period. 

As a result of the outbreak of war in 1939 in Europe and its after 
math, the merchant marines of all nations other than that of the 
enemy have prospered. The subsidized lines not only realized sig- 
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ificant earnings from comme rcial sources, but also retained the 
largest proportion of such earm los in the business. These commer- 


cial earnings include their prewar and postwar a and cover the 

ntire operations of the companies. Statement C also shows a break- 
down of these earnings between the three periods, the prewar period, 
the war years, and the postwar period. I will comment about the 
significance of the postwar earnings after concluding this review. 


During the 14-year period the subsidized lines received or accrued 
erating-differential subsidy amounting to $258,550,000. Of this 
amount, $111,392,000 has been recaptured or was subject to recapture 
by the Government, leaving the net subsidy for the 14-year period as 
$147,158,000. This means that the per annum costs over the period 
since the beginning of operations under the 1936 act amount to about 
® per year during the 10 years that subsidy was paid. As I 
"e. ] 


i 15 OO’ 
$14, 1),UU in t 


note .d before iring the war years no subsidy payments were received 
by the subsidized lines. 

* We have reproduced a table prepared by the Bureau of the Budget, 
showing the total cost of all Government subsidies through the year 


1950. It is interesting to note that of these subsidies, the operating 
subsidies paid to the shipping industry are shown as $89,146,000, or 


slightly more than one half of l percent for the pe riod covered by this 
Bureau of the Budget study. And as I said, it was slightly more than 
one-half of 1 percent of the total Government subsidy program. 
Operating-differential subsidy under the 1936 act is the only subsidy 
paid by the Government that is subject to recapture in any form at 
all. 

Beginning with page 12, we have introduced an analysis of the 
source and amount of capits 1! gains realized on vessel transactions dur- 
ine the y ears ended with 3 1951. 


‘ 


You w i note that gains from private sources aggregated about $33 
million while gains from United States Government sources aggre- 
gated about $39 nillion, 

We have farther ror x en down this ] iast fis fvure as to clearly indicate 
the nature of the oe ; from Government sources. Insured losses 
which were paid by the agencies of the United States resulted in gains 


of about $23.3 million while gains on sales and requisitions amounted 
to $16.1 million. 

We have then briefly analyzed the nature and amount of each of 
these two categories. 

The Constitution of the United States guarantees that the ship 
operator shall receive “just compensation” for the taking of a vessel. 
The Supreme Court has consistently held that just compensation is 
synonymous with fair market value. However, in the case of vessels 
constructed under the provisions of the 1936 act, that general rule un- 
der title V does not apply and the Government may take all such ves- 
sels at their depreciated value, without any profit to the owner. 

In addition, section 902 of the 1936 act states that just compensation 
on vessels not built under the 1936 act shall be determined without 
regard to enhancement arising from causes necessitating the taking or 
use. 

The entire subject of just compensation was thoroughly reviewed by 
the Congress during many stages of the war and your committee 
contributed greatly to its final solution. Your chairman and many of 
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the present members of this committee gave unsparingly of their time 
and helped to reach an equitable solution. 

In 1943, as we have indicated on page 13, the President of the United 
States appointed a distinguished board of three judges to further 
review this matter, and rules which they developed for the guidance of 
the War Shipping Administration and the Maritime Commission 
were followed in establishing valuation principles and standards. 

The subsidizing lines accepted payments of just compensation made 
in accordance with the rules promulgated by this board. Including 
my explanation of portions of this report, it may be appropriate to 

all the committee’s attention to the quotation appearing at the 
bottom of page 13, which was taken from a letter transmitting the re- 
port of this board to the President: 

We have been greatly impressed not only with the care and consideration 
which the record discloses that both you and the Comptroller General have 
given to the matters involved, but with the moderation and judgment exer 
cised by all concerned in endeavoring to work out a solution consistent with 
the interest of the United States and the justice of the case. 

During World War II the Government entered into the insurance 
business to provide war-risk insurance. ‘The Comptroller General 
has fully reported on these activities in its report to the Congress, 
and on page 14 of our analysis we briefly note the fact that the Comp- 
troller General has stated that the Government realized a profit on 
such transactions. It appears on the basis of the Comptroller Gen- 
eral’s statements that the Government has realized a profit of about 
$160 million on its wartime operations. 

Mr. Weicner. You can file your statement. 

Mr. Nemec. I am not reading the statement but am calling atten- 
tion to certain phases of it. 

Mr. Weicuet. The committee will recess until 2 o’clock this after- 
noon. 

(Whereupon, at 12:33 p. m., a recess was taken until 2 p. m. of 
the same day.) 


AFTERNOON SESSION 


(Thereupon, at 2 p. m. of the same day, the proceedings were 
resumed, ) 

Mr. Weicnet. Mr. Nemec, will you please come back to the stand 
and continue with your statement. 


STATEMENT OF FRANK A. NEMEC—Resumed 


Mr. Nemec. I do have on my notes here a question which Mr. 

\llen asked yesterday which is not covered in the prepared state- 
ment which I would like to put in the record if I may. 

Mr. Wetcuet. What is it about? 

Mr. Nemec. It refers to the source of stockholder equity and an- 
swers some of the questions that have been asked by Mr. Allen and 
other members in connection with the significance and what does it 
mean in terms with stockholder capital. 

Mr. Weicner. Proceed. Make it as a statement if you want to. 

Mr. Nemec. This statement briefly answers the questions raised by 
Congressman Allen and certain other members of the committee in 
respect of the significance of the growth of stockholder capital over 
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the period covered by our review which, as you know, is the 14 years 
ending with December 31, 1951. 

As I said, these notes are very rough, but I will be very glad to 
hand them to the stenographer and he can copy them in the record. 

Mr. Wetcuei. What does it say in substance? Is it long? 

Mr. Nemec. No, it is about 2 pages. 

Mr. Wetcue.. Can't you tell me in a few sentences? 

Mr. Nemec. What we say in substance is this, that first, the 650- 
percent increase in net worth which has been alluded to by Mr. 
Morgan is incorrect for 2 reasons. 

The first reason it is incorrect is that he has failed to take into 
account the fact that additional companies came into the operation 
under the 1936 act at various years and that therefore the growth in 
actual book capital recorded over the period is a figure of 4 to 1 and 
not the 614 to 1 as referred to by Mr. icin. 

One other explanation is that there are additional contributions of 
stockholde capital during the period. 

Then we pointed out that these earnings were realized during the 
period of 2 great inflations and that the book capital of these com- 
xe ies at the time they began operations under the 1936 act is just 
what I said it was, book capital. It was not the fair value of the assets 
that th ey conth ibuted to these enter prises. Actually, the ships which 
were valued on their books, the residual value had a market value 
substantially over that. 

Mr. Weicner. And the market value is due to the inflation and the 
LMaAiNns of war. 

Mr. Nemec. That is correct. 

Mr. Wercnue.. That was sort of an unearned increment that hap- 
pened to you in peacetime ¢ 

Mr. Nemec. That is correct, we have the inflation and we have it 
reflected in the total increase during the total period. There was a 
valuation of assets at the beginning rather than an earning during the 
period, as you have so aptly put it. 

The second factor is this tremendous impact of inflation upon the 
hip ping companies. As you well know, vessels were acquired by all 
the companies on the basis of prewar prices. Those prewar prices 
were out of the actual costs to the companies on ships constructed 
before the war or the costs of the vessels they acquired under the Ship 
Sales Act which were priced at prewar levels. 

In the broad sense those ships were valued at about $100 a ton. 
Today, or at the end of 1951, the replacement value of those ships, ship 
by ship, without any improvement of the exact type, is about 214 to 3 
to 1. In that period of time, these companies have been depreciating 
on the basis of actual a quisition cost which is at $100 a ton, whereas 
looking at the inflation and the shipbuilding cost, the depreciated 
values could well have, to be realistic in an economic sense about it, 
could have been 21% or 3 times that factor. 

If you look at what this growth has meant in terms of shipping 
fleets, we find that the $450 million which is the boék value of these 
companies at the end of 1951, represents about 18 percent of the esti- 
mated replacement cost of their fleets with vessels of the type which 
have been projected by Maritime in the study they made for the Presi- 
dent last year. That, in substance, is what we have to say here, Mr. 
Chairman. 





AMEND 1936 MERCHANT MARINE ACT 377 


The rest of what I have here is in the form of the prepared statement. 

In dealing with recapture under the 1936 act, and I use that for the 
entire period covered by our review, 43 percent of all subsidy has been 
repaid to the Government. We then analyze this into terminated 
and unterminated recapture periods and we show, and this is all in 
connection with this AASO allegation that with respect to terminated 
recapture periods there were 5 companies out of a total of 12 at the 
time that were in full recapture and therefore returned every dime 
of operating subsidy to the Government. 

These recapture periods terminated for the most part in 1947 and 
1948 but a few ran through the years 1949 ard 1950. 

In addition, seven companies were in partail recapture. We fur 
nished similar statistics for the current recapture period and pointed 
out that in view of this, this record of return of subsidy, the stat 
ment that Mr. Morgan has made in the record that it makes no prac 
tical difference to these companies how high these costs arise and that 
the Government is always there to absorb any increases, is misleading. 
When a company is in the full recapture position, it absorbs all its 
wage costs as well as all other costs 

We also submitted revised estimates of the cost of the AASO and 
the tramp shipping proposals and pointed out that over the years the 
cost of these two programs will be vast. We have detailed exhibits 
attached which completely show the basis of our calculations. 

And in summary, it looks as if you would expect the entire foreign 
trade fleet to replace itself to carry this program on for . period of 
10 years, which might cost the Government as much as $21, billion. 

We have a similar analysis under the tramp shipping proposal, and 
we find there that if the tramp shipping proposal were adopted, the 
total cost to the Government, assuming replacement of these obsolete 
Liberty vessels, might aggregate $1,158 million for the next 10 vears. 
We have got an analysis of the vessels showing the basis for our cal 
culations and they are fully set forth and are attached to my 
statement. 

Mr. Wercuet. They will be put in the record for examination and 
study. 

Mr. Nemec. Yes, sir. 

Mr. Wertcusi. Thank you for that kind of a detailed statement. 
It will be helpful to the members in considering what is said here. 

We will excuse you, Mr. Nemec. 

I will now call Mr. Donovan. 


STATEMENT OF GERALD E. DONOVAN, VICE CHAIRMAN OF 
FINANCE COMMITTEE OF 14 COMPANIES 


Mr. Donovan. My name is Gerald E. Donovan and I am appearing 
as vice chairman of the finance committee of the 14 companies. 

At your suggestion, Mr. Chairman, I will not read the statement 
that I have prepared, except that I would like your permission to read 
into the record a modification of a part of it. 

Mr. WeicHe.. Well, we can put the whole thing in the record. 

Mr. Donovan. I have already submitted this statement which you 
have. 

Mr. Wercuer. Well, we will put that in the record. If you have 
something you want to talk about, we will listen to that. 
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Mr. Donovan. Yesterday Under Secretary Murray’s appearance 
modified somewhat a portion of my statement dealing with public 
financing and I would like to read it into the record in its own 
context. 

Mr. Weicuev. You can put it in the record and we can talk about 
it generally. Just state what it is, this part that you are talking 
about, and we will put that in the record at whatever point you want 
to. We will put it in the record right here or after Mr. Murray’s 
statement or wherever you want and you may make whatever oral 
comments you want. 

Mr. Donovan. It is only one page long. 

Mr. Weicue.. In other words, that is in place of any comments 
you want to make? 

Mr. Donovan. It is a rearrangement and, in part, a substitution for 
what I had in the original one. I want to be sure it gets in labeled 
as such. 

Mr. Weicuet. What do you want to put on it? What do you want 
to put it in under? 

Mr. Donovan. Right now ? 

Mr. WeicHet. e S. 

Mr. Donovan. I don’t quite understand you. I would like to read 
one page into the record. 

Mr. Weicneu. Have you another copy of it? 

Mr. Donovan. Thisisa rough copy. I could provide acopy of it. 

Mr. Weicue.. Well, go ahead and read it then. 

Mr. Donovan. One of the main topics of the statement was the 
special problems of public and private financing as may be developed 
through the use of section 504 of the Merchant Marine Act, and my 
submitted statement deals with this problem in particular reference 
to the subsidized ope rators. 

Yesterday in his testimony Under Secretary Murray, of the Depart- 
ment of Commerce, discussed in considerable detail the prospects of 
n Orne » financing under section 504 of the Merchant Marine Act and 
suggested some of the steps he thought it necessary for the Govern- 
ment to take, including certain amendments to the act in order to 
make such financing possible through banks and insurance companies. 

There is a complete lack of familiarity with ship mortgage financ- 
ing of this type on the part of institutional lenders who are the chief 
source of funds for either public financing or so-called private place- 
ment. In recent years, both the banks and ie insurance companies 
have had some experience with shorter term ship construction loans 
(chiefly on tankers), where the credit was supported by a term 
charter of a major oil company. However, it has not as yet been 
possible to develop and popularize a workable form of longer term 
ship-mortgage loan comparable to the railroad equipment trust se- 
urities which have a broadly established market. 

The technical difficulties involved here are possible to work out 
in a form that should be acceptable to the lenders, but they would 
undoubtedly require some technical modification of.2 or 3 sections 
of the 1936 act. 

A new bill introduced by Senator Butler proposes a number of 
amendments to title XI of the act which goes somewhat further than 
the proposed bill before this committee and which would be partic- 
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ilarly necessary in order to adapt the insured mortgage provisions 
of that title to the section 504 financing proposal. 

The principal impediment, however, to arranging satisfactory ship- 
mortgage loans from banks or insurance companies is found in the 
lack of assurance that the Government will carry out its contracts to 
furnish construction subsidy aids, or for that matter operatitig sub- 
sidy as well. The recent controversies on this score have not served 
to create an atmosphere of confidence. This point was emphasized 
by Secretary Murray. 

There is finally the question of interest cost. As is well known, the 
cost of high-grade corporate bond financing has been extremely low 
for many years. Something over 2 years ago, interest rates began 
to stiffen, and during the last few months the rise has been spec- 
tacular. There is evidence that this trend represents a fundamental 

hange in the cost of long-term money, and this is already reflected 
n the level of Government bonds which are now yielding over 314 
percent for the new 30-year maturity. In the current money market, 
it would appear that the cost of ship- mortgage financing would be 
inquestionably highe r than the 3! > percent interest rate prescribed 
inder section 501. 

In all the circumstances, this makes the possibility of equity financ- 
ing perhaps more important than it might have been considered be- 
fore in that if there are limitations on the amount of money that can 
be raised under section 504 through mortgages, then the possibility 
of raising additional money through common-stock financing is of 
greater interest, plus the further fact that in many cases the per- 
centage of borrowing that might be required for a ahha corpo- 

ition might only be possible if it was matched by some common-stock 
financing. 

Mr. Weicuet. Certainly you don’t expect to be in business by being 
financed 100 percent? You are supposed to have something for re- 
placement and if you cannot borrow the difference, you are not doing 
much of a job. Talking about banks or insurance companies or the 
Government going to put up all your financing for this, I think that is 
a wrong premise to goon. You ought to be able to do something for 
yourself when you get a ship for half of what it costs, you ought to 
pay your share and you ought to be able to borrow one-fourth “of it. 

Mr. Donovan. Well, in no circumstances are we talking about bor- 
rowing more than 75 percent. 

Mr. Wricnet. Seventy-five percent is a tremendous amount if that 

all the capital you are going to put in it. 

Me Donovan. Precisely, and that is why I am hoping that there 
might be circumstances where you could not borrow 75 percent. 

Mr. WEICHEL. There certainly wouldn’t be. 

Mr. Donovan. And that is where the common-stock financing would 
play a role. 

Mr. Weicuext. Other industries don’t expect somebody to finance 
them 75 percent. You are in business and have been in business 
under the 1936 act for a long period of time and if you have not ac- 
cumulated at least 25 percent or more for your replacement and can 
not borrow the rest of it, I don’t think that is very good business. In 
other words, you would be sitting around the pub lic trough forever. 


83116—53—»pt. 1—_—-25 
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Mr. Donovan. That is the point of the discussion that is taken as a 
whole. The replacement costs are so high that it is difficult to acquire 
25 percent of the future and higher replacement costs. We have 25 
percent of the original cost, but that is the whole problem involved 
here. 

Mr. Weicuev. But you are taking in the money in the earnings of 
the ships that you are replacing. You should have it regardless of the 
inflation. 

Mr. Donovan. We are taking in all the money we can, but still can- 
not raise the 25 percent it may cost to replace the fleet in years to come. 

Mr. Wercuet. You think the Government should provide all that 
free then? 

Mr. Donovan. No, not at all. 

Mr. Wertcue.. Not more than 100 percent. 

Mr. Donovan. Not more than 75 percent. 

Mr. Weicuet. Not more than 75 percent, but I say that is too much. 
When you talk about private enterprise and private people in busi- 
ness and all the cry for no Government interference, and you want 75 
percent, somebody to produce 75 percent of the money for your risk 
and I do not understand that that is the real economics of private 
enterpr ise, 

Mr. Donovan. As a matter of fact, Under Secretary Murray’s 
target was to get away from the 75 percent lent by the Government 
to perhaps find that 75 percent from private financing, but my sug- 
gestion on that was that it would be perhaps desirable for the com: 
pany itself to provide a larger share than the 25 percent if it could, 
through financing by equity capital, increasing your equity base. It 
would be useful in either event if it were possible, but the truth is 
that it has not been possible to raise common-stock money at a reason- 
able price. 

Mr. Wercuet. But common stock is asking people to let you take 
$100 and if you make any money you might give them some back 
and if you don’t make any money you don't get any back. That is 
what that amounts to. 

Mr. Donovan. Well, it is a pretty well-established method of 
financing independently. 

Mr. Weicuet. I know it is, but the only thing is that you people 
do not have any money of your own. Of course, it is nice if you can 
get it that way. 

Mr. Donovan. Having discussed here the limitations on common- 
stock financing in relation to present market attitudes and attitudes 
of investors, which was discussed by Mr. Slater this morning, I just 
wanted to restate the conclusion on all this, especially in the light of 
Under Secretary Murray’s statement of yesterday. As worded here 
in my original text, I said that— 

[t is obvious that the shipowners cannot rely on bank and insurance-company 
loans to finance a ship-replacement program of the magnitude described. In 
the national interest, it is imperative that the mortgage-loan provisions of the 
Merchant Marine Act be continued unimpaired. 


I want to make clear that what I intended to say and before I knew 
what his discussion was, that the provisions of the availability of 
section 501 should in any event remain, but I did not mean to suggest 
that the sections of the act which might make section 504 a more 
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workable means of financing should be untouched. We quite agree 
with the Under Secretary that if certain of these provisions that are 
suggested in the Butler bill or elsewhere could be incorporated, they 
could be financed through section 504, but we think that section 501 
at all times should remain open as a means of financing. 

Mr. Weicuen. That is with reference to the public or the Govern- 
ment putting in all the money. 

Mr. Donovan. Seventy-five percent, sir. 

Mr. Wericue.. But with reference to expanding a mortgage loan 
and to make it workable or attractive to lending agencies, banks, or 
insurance companies, especially for a long-term investment, if you 
are going to put in roughly around 50 percent, you ought to have one- 
half of that so that you ought to be able to borrow the other part on 
the security of the ship. 

Mr. Donovan. That is one thing that I was suggesting here. 

Mr. Weicuet. Don’t you approve of the idea of the Under Secre- 
tary with reference to expanding and guaranteeing the mortgage to 
make it attractive / 

Mr. Donovan. Yes, sir. 

Mr. Wercuet. You might not be able to get any money that way. 

Mr. Donovan. That is exactly why I did say that I did approve of 
that, but I think it is desirable to set that up in as practical a form as 
possible to make it reasonable. 

Mr. Weicuen. Legislation is only trial and error and we have had 
about 16 years of error in the administration of it. We could try 
something else. 

So you approve of that? 

Mr. Donovan. Yes, sir. 

Mr. Weicuet. I] _ an the industry does as a whole. 

Mr. Donovan. I believe so, sir. This all came up yesterday as a 
presentation, but I think they would. 

Mr. Weicuev. Have you any other comment to offer? 

Mr. Donovan. No, sir. 

Mr. Wetcuet. Well, thanks very much. 

We will now hear from Mr. Arthur B. Poole on behalf of the Amer 
ican President Lines. 


STATEMENT OF ARTHUR B. POOLE, VICE PRESIDENT, TREASURER, 
AND DIRECTOR, AMERICAN PRESIDENT LINES, INC. 


Mr. Pootr. I appreciate your courtesy in permitting me to appear, 
although I am something of a neophyte. I did not get my statement 
to you in the usual period. 

This statement is made, as it purports to be, on behalf of the Amer 
ican President Lines, which is one of the subsidized operators. 

Mr. Weicuen. Are you an officer of the line? 

Mr. nf oes Vice president, treasurer, and a director. I say that 
because in part ae it draws on certain experience in American 
Preside od Lines, Ltd. | offer it on behalf of the act and as a part of 
the position of the group of subsidized lines. 

Mr. Wercuen, Are you part of the new group, or have you been’ 
with American President Lines over a long period of time ¢ 

Mr. Poor. Since 1938 
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My statement takes 5 minutes to read. It will be hard to condense 
it more than that. If it is agreeable, I will read it. 

Mr. Wericuer, Proceed. 

My name is Arthur B. Poole. I have been for 15 years, financial 
vice president, treasurer, and a director of American President Lines, 
Lid. 

American President Lines entered into an operating-differential 
subsidy contract 15 years ago, waiving all rights arising out of the 
Government’s breach of two ocean mail pay contracts; a justification 
for that action was a belief that the policies and provisions of the 
1936 Merchant Marine Act were sound and wise in the interests of the 
United States and of the steamship companies alike. 

American President Lines provides ocean transportation to the 
countries across the Pacific Ocean and on around the world via the 
Suez Canal. Its round-the-world service is a good example of what 
a ste amship company can do in the way of developing trade, rather 
than merely following it. I shall offer further comment on this sub- 
ject a few minutes later. 

It is our considered and firm belief that our 15 years’ experience 
has proved the policies of the act to be generally sound, and when I 
say sound I mean having power to accomplish the aims stated in title 
| of the act, because no law no matter how favorable to the industry 
it might seem, is workable and helpful to the industry over the years 
unless it attains public goals and does so on an economical basis. 

I might go farther and say that American President Lines is un- 
favorable to any legislation founded on the mere aim of helping a 
steamship corporation that needs help. Our business, supported by 
such legislation, would be a house built on sand. 

[ should like to limit my statement to two features of the act, both 
of which it is proposed in the amendments now under consideration, 
to terminate, abolish, and destroy. These are tax benefits and the 
erving of essential trade routes. 

{ doubt very much whether any subsidized operator has had a ves- 
sel replacement prospect as relatively onerous and large as is ours. 
nit of 17 vessels engaged prewar in subsidized service we lost all but 
>to Uncle Sam or to Davy Jones’ locker. In addition, wages of crews, 
faster vessel speeds, and deteriorated cargo-handling conditions have 
dictated the separation, in many if not all cases, of passenger and cargo 
arryings, and the operation of individual vessels for only one of 
those two functions. These circumstances, together with the well- 
known sharp rise in vessel construction costs, pose financial problems 
that at times have seemed unsurmountable. 

Under the 1936 act our company not only could be was obliged to 
deposit intact in its capital reserve fund all the amounts paid by the 
United States for its war-lost 15 subsidized vessels. In addition, other 
millions of dollars of earnings went into the same fund. The result 
is a fleet of 15 new (war-built) cargo vessels, and $10 million in the 
fund as the nucleus of what is needed to acquire passenger-carrying 
hips, to enlarge our services as foreign trade calls for sych enlarge 
ment, and a little later to commence replacing the war-built vessels. 

This accomplishment, in which we believe the United States may 


fairly take satisfaction, was not possible without deep sacrifice on 
the part of the stockholders. Our common stockholders have not 
received a cent of dividends during the entire period in which we have 
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held operating-differential subsidy contracts. I see no basis on which 
the management might have devoted our resources to the vessel re- 
placement program with such single-mindedness, had tax deferment 
been unavailable to justify it. 

My — remarks apply to the essential trade-route concept. It is 
alleged that cargoes attract ships, that transportation is purely a 
service fades try, ‘and that the United States might well let fluctuating 
freight rates determine where ocean transportation should be offered 
and how much space should be provided. This is pure laissez faire 
doctrine. An amendment to the Merchant Marine Act now proposed 
would establish that doctrine as United States policy. It would not 
only leave shipowne rs free to operate whe re ver the profit looked big- 
gest, but it would draw from the taxpayers’ money with which to sup- 
port such operations. When trade lagged, shipowners could tie up 
their vessels or put them in the cross trades—that is, serving exclusive- 
ly the ports of foreign countries. 

This may seem attractive to the proposers of the amendment. But 
the ultimate end of paying subsidy freely to operators in foreign 
trade without regard to route would be, first, an increasing reluctance 
by taxpayers to pay out money for no obligation of service, and then 
a disposition by disturbed investors to get their funds out of steam- 
ship companies and invest elsewhere. 

Quite as fundamentally it overlooks a basic and vital part of 
the steamship’s purpose, ‘which is to create and maintain the lines 
of foreign trade. First as to creation of trade: A mere glance at the 
extensive foreign offices, foreign representatives in foreign agent’s 
offices, and commodity research departments maintained by the subsi- 
dized lines, shows that they are active, and not passive factors in 
our foreign commerce. My own company is thus established in Japan, 
the Philippines, Hong Kong, Malaya, Indonesia, Ceylon, and Italy, 
and our experts in foreign trade travel from those countries to the 
neighboring ones. Many an importer and exporter has my company 
to thank as an important factor in the development of his business. 
We have helped to create foreign trade as well as to carry it. 

Next, as to maintenance of service: Any importer or exporter needs 
regular and dependable transportation. Such service is more impor- 
tant to him than the freight rates themselves, within a rather wide 
range. A foreign trader may spend a lot of communication and 
travel expense and much time in developing his relationships with 
particular suppliers and customers on a trade route. It will be no 
consolation to him to learn that a shipowner can make more money 
by shifting his vessels from that route to another route. The foreign 
trader’s business will wither wherever regular and freequent service 
becomes no longer available. 

I do not mean to say that no unsubsidized operator has provided 
reliable service over a number of years on a given route. Nor that 
operations on subsidized routes are subject to no adjustment what- 
ever. It is a demonstrable fact, nevertheless, that the regularity, con- 
sistency, reliability, and future assurance of service on essential trade 
routes furnished by subsidized operators has been on the average a 
firmer foundation for the creation, sustaining, and development of 
export and import traffic. 

My company’s employees in foreign service average more than 12 
years in that service, in addition to their years of service in this coun- 
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try. They know the customs, laws, regulations, products, exchange 
problems, banking facilities, harbors, dock equipment, inland trans- 
portation, and feeder lines of many countries. They know the per- 
sonal characteristics, financial standing, and reputation of many busi- 
nessmen in these countries. They initiate cargo movements and they 
are storehouses of information and advice in the carrying on of cargo 
movements already under way. 

We could not provide such extensive foreign offices, representa- 
tives, and agents if we did not recognize our long-term obligation for 
route service. If traffic declines on our routes, or portions of them, 
our task is to find new commodities to move rather than to abandon 
the routes. 

We believe the essential trade route concept is the one by which 
we can best develop foreign commerce rather than merely ride with 
it, can render a service to the United States fully justifying parity 
of costs, and can provide the taxpayer with the worth of his money. 

That is the end of my statement. There is one comment on this 
morning’s testimony which, if it is agreeable, I should like to make. 

Mr. Weicuev. Proceed. 

Mr. Poor. It seemed to me there was a somewhat gloomy picture 
painted of subsidy payments, that it was a permanent or at least semi- 
permanent load that the taxpayer was carrying. It seems to me 
that the world is growing a smaller world, that people in various 
nations are learning from each other and certainly that has been 
true in recent years. We have gone out of our way to teach the Eng- 
lish and the French and the Italians and the others some of our know]- 
edge of manufacturing and of trade and so on and they are the same 
kind of people we are. They can learn we are not a people that 
are apart from and basically different from the others. The time 
is going to come, and I think it is not a long time, when they will 
be smart enough to have learned what they can from us. 

They will increase their standards of living, and it is my opinion and 
belief that in the not too long future—certainly not immediately in 
the future—but in the not too long future the American merchant 
marine that is now supported with the help of operating-differential 
subsidy money may look forward with some pleasure on its own part 
to the dropping of the subsidy payments. 

Mr. Weicue.. I wish we could acquire the knack, whatever it is, 
of getting money from the rest of the world that they have of get- 
ting it from us. I think that would be a great help, with reference 
not only to shipping but everything else. 

You made a statement about the common stockholders receiving 
no dividends. In your company you had a peculiar situation, partly 
litigation and partly Government control of the stock. You had some- 
thing to do with it, didn’t you, and didn’t that have something to do 
with your not paying dividends? 

Mr. Poor. I am sure it did, but as a member of the board of di- 
rectors during the last 15 years, I feel I am honest and candid when 
I say that our vessel replacement problems have been a.major factor 
in the dividend policies of the company. 

Mr. Wercuev. Here is one thing that nobody seems to give this 
committee and that is help in presenting its case to the public and to 
the Congress. The shipping industry and the merchant marine are not 
held in very high esteem; the public opinion and the opinion of the 
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Members of Congress is that this is an industry that wants to live off 
the Government and wants to find one way or another of raiding the 
Treasury forever, and they have done it through this last war, con- 
tinued after the war, and now with some new coat of paint want to 
continue. I think that the members of the industry are just as well 
aware of this as the members of the committee. 

Now, what suggestions and proposals in legislative language can 
you make with reference to maintaining an adequate merchant marine 
for war and for peace. 

Can you suggest some kind of proposals and assist either in ad- 
ministering the existing law to help the members of this committee 
to induce Congress and the public generally to have the least bit of 
confidence in the shipping industry? We haven’t heard a word of that. 
Maybe you dont’ have any, but they would be helpful, not only to the 
committee but I think to your own industry because no one has any 
confidence as you know. 

Like when we tried to pass legislation to get the Government to 
earry 50 percent of the give-away program to European nations in 
the American ships, the members on the floor of the House just laughed 
at us. I understand the statements you have made and there could be 
a lot of questions asked as a result of what happened from 1940 on and 
the records of the Comptroller General as to what you people par- 
ticipated in would go through a lot of these statements like a sieve. 
But forgetting that for a moment, the other suggestion as to what you 
can do to have Members of Congress and the public give some kind 
of support for an American merchant marine, is there any other state- 
ment you want to put in the record ? 

Mr. Poorer. I might make a response to your comments now, Mr. 
Chairman. I do realize that many people do not think well of this 
industry, but I believe that it is a matter of unawareness and perh: aps 
I might say ignorance of our industry that has so much to do with it. 

I am reminded of the fact that I have seen stated and I have 
checked it myself on the world atlas, there is no major merchant 
marine in the world where you can get 100 miles from the ocean 
except the United States. You make a distinct exception yourself, 
Mr. Chairman, but where I come from originally, which is Minnesota 
and perhaps Ohio and many of those States, it is extremely difficult 
for — to understand, and what people do not understand they 
are ikely not to think well of or to be skeptical about, if not 
suspic ious. 

The comments you made this morning about the need for under- 
standing seem to me to come as close to anything to the heart of the 
problem, that there is a need for not merely congressional, but more 
important, for the people of the United States to understand what 
the merchant marine does for this country, and I do not think they 
understand it. 

The statement was made from the chair this morning that the 
industry has tried and has not done enough in this connection. I 
subscribe to that. We have not done enough and I hope we can do 
more and better in the future. 

Mr. Wercnen. But the public history of the industry, beginning 
in World War I and down to the present time has been anything but 
good, and the public feel that and know that and nothing has been 
done to improve that situation, so far as I know. That is why I am 
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asking you people whether there isn’t anything that you yourself 
can do to improve it? The shipping industry is like any other 
group, you are the greatest group of individuals in the world, each 
one competing with the other in some sort of way for his own advan- 
tage, and you can probably get no agreement among you. 

Mr. Poors. I am unaware of anything that is not honorable and 
straight that the American President Lines has not been doing. 

Mr. Weicuet. I didn’t say anything about the American President 
Lines, but you read the testimony of irregularities as compiled by 
the Comptroller General, in which the people in the shipping indus- 
try were involved. That has been the history, and you cannot wipe 
it out. Surely you need an American merchant marine, and if you 
are going to have one with private capital, a man has to have at least 
a ehance to win, so to speak. He is not going to put his capital in 
something that he knows he is going to lose on, so there is justification 
probably for Government support for national defense and the 
national economy. 

As I said yesterday and repeated it, it doesn’t seem to me that I 
have observed in this committee room that the American exporter or 
the American importer cares anything about American-flag ships. 
He will haul the cheapest way he can for his customers. 

Now if the Government itself doesn’t care, when even they 
wouldn’t haul in American-flag ships, who wants them? That is 
what I have been trying to find out. Have you people been able to 
find out? 

Mr. Pootz. We have many shippers who will take whatever ship 
is on the berth. We also have many shippers who have accumu- 
lated a preference for American President Lines over the years, who 
think that they are benefited by the type of service, and some of 
them will go so far as to let a ship go by and hold cargo for our ships. 

Mr. Weicue.. I mean the shipping public as a whole and the 
Government. You people had to come in to ask Congress to get their 
own Government to haul half of its relief cargoes on American-flag 
ships. It doesn’t seem to me that you would need a law to haul it in 
American ships. I don’t know whether the public understands it 
or not. 

If you people have something to offer with respect to maintainin 
the system, that would be satisfactory to the Members of Congress ian 
the public we want it, because all the legislation in the past few years 
indicated the absolute feeling of no confidence in the industry and 
in the administration of the law. Don’t you think that is true? 

Mr. Poorer. I think there is a considerable lack of confidence, but 
again I feel that the basis of it is more ignorance than it is anything 
else. 

Mr. Wricuev. No matter what it is, it is there and it isn’t doing 
anybody any good and no one is doing anything about it. 

Mr. Poors. That is right. 

Mr. Srety-Brown. I regret very much that duties on the floor of 
the House kept me from being here when you presented your testi- 
mony, and I have had an opportunity to glance through it rather 
hurriedly. 

On page 3 of your printed statement, you have in the last para- 
graph this statement : 


Our common-stock holders have not received a cent of dividends during the 
entire period in which we have held operating-differential subsidy contracts. 





AMEND 1936 MERCHANT MARINE ACT 387 


I wonder if, by any chance there, that would be in contradiction 
to the statement made earlier by Mr. Slater that our ability to build 
a fleet of modern vessels was in part due to the provision for permit- 
ting deferment of taxes and in part due to the use of stockholders 
funds for this purpose. 

Mr. Poors. t see no inconsistency. 

Mr. Sreiy-Brown. I could see that it wouldn’t necessarily be so, 
but I can see that it might be considered as being an inconsistency. 

Mr. Poor. I don’t see the inconsistency. 

Mr. Srery-Brown. Are all the stockholders common-stock 
holders ? 

Mr. Pootz. No, we have an issue, comparatively small issue, of 
preferred stock, on which dividends have ben paid for 10 years. 
The amount of annual dividend is $171,000. 

Mr. Sreiy-Brown. Some of the stockholders’ earnings were used 
for the purpose of building modern vessels; is that correct? 

Mr. Poors. That is right. 

Mr. Sre.y-Brown. Are stockholders earnings and dividends the 
same ? 

Mr. Poorz. No. The earnings that accrue to stockholders’ bene- 
fit—I would understand you mean all earnings. Dividends would 
be only those earnings paid out to stoc kholders. 

Mr. Srerty-Brown. Thank you. I wanted to make sure that we 
understood that. 

Mr. Weicuet. Are there any proposals that you can make in legis- 
lative language with reference to the 1936 act that would help to cor- 
rect the past ‘difficulties and abuses, or that would be of some aid or 
assistance to the functioning of the American merchant marine? I 
haven’t heard any from the subsidized lines, and maybe there aren’t 
any. I don’t know. 

Mr. Poorz. Yes; there are some. 

Mr. Wercuet. ‘The thought that you expressed in all of these state- 
ments is what each one of these lines has personally done, if they made 
some money or established a route, but nothing with reference to the 
difficulty the American merchant marine is in. Whether it is for 
your own benefit or for the benefit of the public or anyone else, we 
haven’t anything on that. Haven’t you given it any thought that you 
might stay in business if you have some ideas of your own? You 
people know the industry the best. You know all the Government 
knows about it and also what you know about it. 

Mr. Pootr. One of the things that would be very helpful is a more 
certain and less cumbersome method of fixing construction differential 
subsidy. If it could be provided that the rate might be determined 
and then fixed for a certain period, perhaps even not long, and then 
changed at intervals, but it would at least be something that for a 
reasonable time you knew what it was, and then you will go on, I 
think it would be very constructive. 

Mr. Weicuev. In other words, suppose it was fixed at a definite per- 
cent—I don’t care what it is—and you pay it and that is it instead of 
all the complications, because the more complications and things 
you put in the statute, the more difficult it is to administer. If there 
was a definite percentage, even though it might not be as much as in 
the long run, it would be beneficial. 
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Mr. Poor. So far as legislation is concerned, I had in mind au- 
thority for the Maritime Board to fix or determine the rate and 
then say that the rate would be effective for 6 months or for some 
period and then again you would take another look. 

Mr. Wetcuet. In other words, set a fixed rate available to every- 
body during that period of time? 

Mr. Pooe. That is right. 

Mr. Wercuet. And not different on each ship? 

Mr. Poor. That is right, or it could be divided up into the main 
classifications of ships, if desired. That is not the main part of what 
I am suggesting, and I do not think that Congress should fix it. I 
think the Federal Maritime Board is equipped to fix it and find that 
rate we are going to stay with if it had your authority to stay with. 

Mr. Wercuet. Now, on the matter of national defense, of course, 
the operator wants to get everything he can for nothing, so extra speed 
and everything else is national defense. Up to a certain point it is 
desirable commercially, but nobody wants his firm to pay for it. 
What kind of suggestions do you have to suggest for that? Just 
make it a blanket sum ? 

Mr. Pootr. I do not say how you can put that into law, don’t see how 
you can do it. 

Mr. Writcuev. No, you can’t. There is the difficulty. What is 
national defense, and what is something else? The story has been 
for a long time after the war they want commercial ships with more 
speed, and that they should have this and that, and they urged 
action until the Government built the Mariners, and now everybody 
says they are not economical, you cannot operate them in the trade. 
But it seems to me that they could if they could get them for one-half 
of what they cost. Those are part of the difficulties. 

Mr. Poor. Almost any ship might be a good buy at a price be- 
cause the depreciation and insurance cost depend on the prices. 

Mr. Wercuet. They want speed and when they get it they say “We 
can’t use it.” What is the answer? Those are part of the difficulties. 

Mr. Poors. Those are real problems. The Federal Maritime 
Board is there to decide them. 

Mr. Weicnet. With reference to this fixed amount, . you have any 
ideas or the members of the industry have any ideas, I and the mem- 
bers of the committee would be glad if you could present them to us 
in legislative language. 

Mr. Pootr. I am sure that these lines, as a group, will put their 
heads together and develop something. 

Mr. Wercnev. That is what these hearings are for and that is all 
that has been said since last year and the year before, but we are 
now right up to this point and we haven’t had a single idea from the 
industry. 

Mr. Serty-Brown. I would like to ask you this question which I 
asked earlier; do you see any foreseeable end to the subsidy program ? 

Mr. Poorr. Yes, Mr. Seely-Brown, I volunteered some views on 
that subject a few minutes earlier, before you were able to get here. 

This morning when I listened I felt that the picture is possibly a 
little less gloomy than it appeared at that moment. I have no idea 
that the people of the United States are going to continue to be able 
to be so far out ahead of all the rest of the people of the world in the 
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standard of living, nor that ours is going to go downhill, but rather 
that theirs is going to come up and I do not think that this program 
needs to be a permanent one in any sense. 

Mr. Weicuen. Mr. Robeson ? 

Mr. Roseson. No questions. 

Mr. Wercner. Mr. Seely-Brown, do you have any further 
questions ¢ 

Mr. Srety-Brown. That is all. 

Mr. Weicnen. I had hoped that before now you people would have 
brought in constructive ideas to us. It has been disappointing. 
What you have said in effect is what a fine job you did and it should 
be continued. That is about the substance of it. The first syllable 
of any suggestion comes from you, Mr. Poole. The other parti: al sug- 
gestion was from Under Secretary Murray and, of course, he said 
they will make a study. 

The lines themselves that are benefiting by the subsidy have not 
been at all helpful in their own interest. These appropriation bills 
and riders on appropriation bills just show the lack of confidence 
and the dissatisfaction with the whole situation and I don’t think 
that the industry has done anything to help this situation which has 
grown particul: irly acute in the last 5 or 6 years. I was wondering 
what those in the industry who have seen it deve lop and have been 
affected by it, have to offer that could offset that. 

Mr. Srety-Brown. It would be my opinion that the hearings re- 
cently have been particularly good, if for no other reason than to 
strengthen the confidence of some of the members of the committee 
as to the basic soundness of the act. I think that the information 
that is being presented here will be helpful when we go to the floor of 
the House and an attack is made on it. So far as I am concerned, I 
think the information—whether I have agreed with it or not is an- 
other question—but at least I think you have presented testimony 
which has been helpful to me and I believe to the committee. 

Mr. Auxen. I apologize for not having been able to get back earlier 
in order to hear your whole statement, Mr. Poole. A quick glance 
leads me to believe that you have said nothing about the subsidy situa- 
tion as regards the run that takes your ships from the east coast to the 
west coast and this is a part of a subsidy situation that I have very 
little understanding about. 

I believe you bring a ship from European waters to New York and 
at that point it is a “fully subsidized operation. When you take the 
same ship, crew and all, to Boston, New York, the west coast, and the 
ship goes all around the world to the Orient again, is there one arrange- 
ment under which you operate until you reac h the east coast and then a 
different arrangement or subsidy through the Panama Canal to the 
west coast and then again a different arr angement if you go farther 
west ? 

Mr. Poorer. The Act provides for reduction of subsidy for any inter- 
eoastal carriers and also provides for a refund to the United States of 
construction subsidies on ships involved in the intercoastal carryings. 

Mr. Auten. What actually happens? Do you apportion your total 
voyage cost in some manner and make a refund ? 

Mr. Poor. Yes, sir; it is provided that it be done on a revenue basis 
and it is done. 
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Mr. Auten. There has been criticism on which I have questioned 
the preceding witnesses as to the fact that the subsidized lines pay 
wages in excess of foreign costs, knowing that they are just using 
Government money. Insofar as you fix wages concerning that part 
of the voyage from New York to San Francisco, you are dealing 100 
percent on your own money 

Mr. Pootz. That is right. 

Mr. Auten. That is a partial answer to this other proposition, I 
take it. 

Mr. Pootz. Yes; it is. 

Mr. Aten. Do you know offhand what percentage of your revenue 
is taken on the intercoastal part of the run? 

Mr. Poo.e. Well, you seem to be referring to our round world serv- 
ice and on our round world service the revenue obtained from inter- 
coastal has normally been running about 12 percent of the total round 
world revenues. 

Mr. Auten. If you take a trip that will involve oil from Naples 
to San Francisco, what do you do then about the revenue? 

Mr. Poor. That is not domestic revenue and it does not affect the 
subsidy. It is foreign commerce all the way when it is coming from 
Italy to San Francisco. 

Mr. Auien. It is only with regard to what you pick up in the United 
States and take to a west coast port? 

Mr. Pootr. Domestic revenue, yes. 

Mr. Auten. I think your company has been in the field where the 
Military Sea Transportation Service has been operating rather ex- 
tensively across the Pacific and been in the field where the Korean lifts 
have been involved, that general area. 

Admiral Denebrink referred to the need that the Navy has for 
cargo ships and to the fact that there were no fast ships in the tramp 
fleet that were suitable to military need. I never did find out whether 
that implied that there was some thought that a tramp fleet of fast 
vessels should be available and operated for conversion to military 
use. Do you have any thought at all on the subject of what, if 
anything, should be done legislatively to develop an additional seg- 
ment of the merchant marine which would fill the need for a fast 
tramp-type cargo fleet available for military need in emergency times 
and which could be used otherwise? 

Mr. Poorx. I cannot speak from very much traffic knowledge com- 
pared with some of the other witnesses, but from what I see the very 
name of tramp service seems to involve ships of a caliber that would 
not be satisfactory to Admiral Denebrink for his military purposes. 

Mr. Atien. There is a need for fast cargo ships that are not tied 
up on the subsidized trade-route contractual runs. I would suspect 
that if there is not some private fleet available that the military will 
be operating one, and that was the reason I was asking if there was 
some way to build a service in a private operation that would be avail- 
able and still would not be a military operation during peacetime in 
order to have it available during an emergency time. 

Mr. Poors. I am sure you are aware of the reefer ships that are 
run by American President Lines in the world without subsidy for 
the express purpose of meeting some of the Military Sea Transporta- 
tion Service need for space to the Far East. 
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Mr. AuLEN. Will those be ships that will be available in an emer- 
gency or will they be ships that will operate on charter and that will 
go baek to the fleet ? 

Mr. Pootx. They very likely will not be. It is improbable that full 
reefer ships can operate economically in the Pacific Ocean when the 
Korean emergency has passed. 

Mr. Wercuex. With reference to the Military Sea Transportation 
Service, did they make a request upon you for space and you : ucletaty 
refused them within the last year? Mr. Allen asked a question of 
the admiral when he was here and the admiral said that one of the 
lines did and afterward he said he would supply the name and I think 
he mentioned your company. Is that a fact? 

Mr. Poorer. I am not in a position to answer that question. My 
knowledge is insufficient. I don’t know. 

Mr. Wercuet. Does your company operate unsubsidized ships on 
the same route with the subsidized ships with the permission of the 
Maritime Board ? 

Mr. Poote. Yes. These reefer ships I speak of are operated with 
the permission of the Maritime Board. 

Mr. Wercuer. On the same route on which you get the subsidy ¢ 

Mr. Pooxe. Yes; they run trans-Pacific. 

Mr. Wercue.. How many subsidized lines are now given permis- 
sion to operate nonsubsidized ships on the same routes where they are 
operating with the subsidized ships? You can do it with the Board’s 
consent and I understand that is in some contracts. 

Mr. Poors. I don’t know. 

Mr. Wercue.. You don’t know what is in your contract? 

Mr. Poorer. I thought you asked me how many lines were operating. 

Mr. Wercnet. I was asking how many ships are being operated like 
that, nonsubsidized ships operating on the same routes that the sub- 
sidized ships are on and operated by the same company. 

Mr. Poorr. I do not know about other companies. I only know 
about American President Lines. 

Mr. Wercuev. You do? 

Mr. Pootr. Yes; we have two reefer ships. 

Mr. Wercue.. You don’t know how many other companies are op- 
erating such dry- cargo ships? 

Mr. Pootr. No. 

Mr. Auten. Pacific Far East has 8 or 10 ships in virtually the same 
area, 

Mr. Pootr. They have been conducting a reefer service in the same 
area. I don’t think the number is as large : as that, but I think they 
have several. , 

Mr. Weicnev. Are theirs nonsubsidized ? 

Mr. Poote. Yes. 

Mr. Wercrer. Are they running on the same route for which they 
have a subsidy contract ? 

Mr. Pootr. Well, it is substantially the same route. These ships 
make calls at the Pacific Northwest ports and Alaska, but they do 
carry cargoes across the Pacific. 

Mr. Weicnen. They carry some cargo besides refrigerated products ? 

Mr. Pootr. Some of them have, but I don’t know how much. 

Mr. Weicuer. Those unsubsidized ships that you operate, do they 

‘arry cargo outside of refrigerated cargo ? 
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Mr. Poorer. I don’t know. 

Mr. Weicuet. What I am getting at is that I understand that un- 
subsidized ships are operated by subsidized companies in competition 
with the subsidized services and I wonder what effect that has on the 
subsidized operation. 

Mr. Poote. I do not think the Maritime Administration ever in- 
tends to give permission to run unsubsidized ships on a subsidized run 
except when the demand for space is such as to require it. In other 
words, they do not look with favor on any unsubsidized ships drawing 
cargoes aw ay from subsidized ships. 

Mr. Weicnex. I mean operated by the same company and not 
another company. 

Mr. Poorer. Yes. 

Mr. Wericnen. Just as you are operating reefer ships, I am talking 
about operating a regularly competing ship, not necessarily a reefer 
ship. 

Mr. Poors. I thought my answer was responsive to your question, 
Mr. Chairman. 

Mr. Weicner. You did tell about the reefer ships when I asked 
you if subsidized lines are operating nonsubsidized ships against their 
own subsidized ships with the permission of the Maritime Board. But 
outside of reefe r ships! 

Mr. Pootx. Well, we are not doing it at the present time. 

Mr. Weicuren. Have you been doing it in the past? 

Mr. Pootr. We have had a few extra ships on our round world serv- 
ice at times when the space requirements called for it. The Maritime 
Commission, however, as you perhaps know, makes conditions on such 
voyages such as throwing the profits when the subsidized vessel is in- 
volved, throwing the profits in with the subsidized vessel for recap- 
ture purposes so that the subsidy recapture is fully protected, the 
United States is fully protected. 

Mr. AuLen. I noticed in a question you referred to an unsubsidized 
ship in competition with a subsidized one operated by the same com- 
pany, over the same line. Isn't it a little more accurate to say that 
rather than in competition this is a ship that is added because at the 
time the route is undertonnaged rather than sufficiently tonnaged ? 

Mr. Poorer. raion it is true. I am sure there would be no permission 
given for such a ship if it really were in competition with the subsi- 
dized ship. 

Mr. Atten. With regard to the refrigerator ships running across to 
the Orient and some of the regular dry-cargo ships, isn’t it true that 
there the military lift is an abnormal lift which will not persist when 
that operation is over and as to that tonnage, there are additional ships 
which are somewhat temporary ¢ 

Mr Po. ote. The ships are different, the routes are different, and 
the itineraries are different, and in no way are they competitive with 
the subsidized ships. 

Mr. Auuen. Or with traffic that you would expect to be normal ¢ 

Mr. Poote. That is right. 

Mr. Weicuet. Thank you, Mr. Poole. 

We will now hear from Mr. Farrell. 

Mr. Donovan. Mr. Chairman, before Mr. Farrell takes the stand, 
I wonder if it would be possible for me to add une more statement to 
the record at this point ¢ 

Mr. Wercuex. All right. 


by 
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STATEMENT OF GERALD E. DONOVAN—Resumed 


Mr. Donovan. I failed to answer a question which had been raised 
on an earlier day by Congressman Seely-Brown about accelerated 
amortization and if I could just read a few lines, I think it will answer 
the question. 

In our prepared document submitted to this committee, we have 
endorsed this proposed bill in the hope that it can be of definite value 
in encouraging construction of vessels in the offshore trade, particu- 
larly in the case of bulk carriers and other special purpose units. 
Under certain conditions, it could prove of value to any of the sub- 
sidized operators, although it will be appreciated that in any event 
the amortization requirement under Maritime Administration ac- 
counting as distinct from tax accounting, will continue to be on a 
straight line 20-year basis or 5 percent a year—the total amount of 
each year’s depreciation being deposited in the capital reserve fund. 

Does that answer your question, Mr. Seely-Brown ? 

Mr. Sre_y-Brown. Yes. 

Mr. Donovan. Thank you. 

Mr. WericueL. We will now hear from Mr. Farrell. 


STATEMENT OF JAMES A. FARRELL, JR., CHAIRMAN, COMMITTEE 
OF AMERICAN SHIPPING LINES SERVING ESSENTIAL FOREIGN 
TRADE ROUTES 


Mr. Farretu. My name is James A. Farrell, Jr.; 1 am president of 
Farrell Lines, Inc., 26 Beaver Street, New York 4, N. Y. 

My company is 1 of the 14 companies which have joined in this 
purpose. My company operates under the 1936 act in the foreign 
trade of the United States on two essential trade routes, and we serve 
the Atlantic coast of the United States from Portland, Maine, to 
Jacksonville, Fla., connecting there with the west coast of Africa and 
the south coast of Africa and the east coast of Africa. 

I have prepared a condensed statement which would take me 10 
to 12 minutes toread. I could, if it was your choice, brief it in 4 or 5 
minutes. 

Mr. Wercue.. Perhaps you would prefer to read the entire state 
ment. 

Mr. Farrevy. I appear as chairman on behalf of 14 shipping com- 
panies serving essential trade routes in the foreign commerce of the 
United States under contract and subject to the Merchant Marine 
Act of 1936 (by name: American Export Lines, Inc.; American Mail 
Line, a! American President Lines, Ltd.; Farrell Lines, In 
Grace Line, Ine. ; Lykes Bros. Steamship Co., Inc.; Mississippi Ship- 
ping Co., Ine. - Moore- McCormack Lines, Inc.: New York & Cuba 
Mail Steams hip Co.; Pacific-Argentine-Brazil Line; Pacific Trans- 
port Lines, Inc.; Seas Shipping Co., Inc.; the Oceanic Steamship Co. ; 
and United States Lines Co.). 

There are the so-called subsidized lines. Perhaps this is a mis- 
nomer., 

In the final analysis, it is not the lines that are in fact the ones 
who are subsidized, since any subsidy received goes eventually to the 
American farmer and American labor or back to the Government. 
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Your committee has previously heard from Mr. Frazer Bailey, 
president, National Federation of American Shipping, Inc., and 
Messrs. Fridlund, Jimison, Pate, Pennington, Nemee, Donovan, Sla- 
ter, Kelly, and Poole. The testimony previously submitted by these 
gentlemen in support of the Merchant Marine Act of 1936—as pres- 
ently amended—is endorsed by all the companies I represent. My 
remarks are in summation and conclusion. 

I desire to submit a comprehensive document entitled “Attainable 
National Objectives for the Privately Owned American Dry Cargo 
and Passenger Fleet Based on the Merchant Marine Act of 193 36. 
This document has been prepared at the direction of our committee 
by personnel of the member companies. 

The chairman has asked for recommendations of our group, and 
may I specifically request this committee to give its attention to one 
item on page 10 of the pamphlet. 

Mr. Weicuev. You are goin to add legislative proposals. 

Mr. Farrexy. I think we mark legislative sections but I don’t think 
we advance legislative language. 

Mr. WeitcueL. We are glad if you could provide that, not just 
merely the recommendations but the legislative language on what you 
want to amend, similar to those that were suggested for changing the 
type of subsidy. 

Mr. Farre.u. I haven’t done that, but I would like to call your 
attention particularly to pages 50, 51, 52, 53, and 54 of the same 
pamphlet to which I have just referred. 

The purpose of this pamphlet is to assist this committee and other 
committees and the Members of both Houses of Congress to evaluate 
the amendments which have recently been proposed in the light of 
performance under the 1936 act as it now stands in determining mer- 
chant marine national policy. It is intended to deal specifically with 
a large and important question. 

In the interest of brevity and, if granted the privilege of having 
this document incorporated in the records of these hearings, I will not 
read it. 

I do hope all the members of your committee and the staff of the 
committee will at their leisure read it and give it earnest consideration. 

I am sure this committee does not consider the American merchant 
marine as something standing apart from international commerce, 
the foreign and domestic economy of the United States, or the na- 
tional defense. The merchant marine is an integral part of a com- 
plex whole. Accordingly, your committee will view the amendments 
to the 1936 act which have been proposed not in the light of the benefits 
which may be received by individual companies or one or another 
group of shipowners, but as a matter of paramount national interest 
far overriding any individual aspiration. In the long run, and of 
this I am absolutely convinced, American-flag shipping i is primarily 
an instrument of American overseas commerce in peacetime. 

The document which we submit and the testimony which has gone 
before, we contend, support the conclusions that : 

I. The AASO proposals will neither improve the position of Amer- 
ican shipping nor maintain its present position, but will in fact reduce 
its long-range prospects. The AASO proposals offer no solution to 
the basic overwhelming problems of the domestic trades, coastwise, 
intercoastal, and noncontiguous, which must be resolved. 
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II. The tramp shipping proposal, while we take no violent objec- 
tion to it because it suggests no violation of the fundamental prin- 
ciples of the 1936 act respecting trade routes, restrictions, and recap- 
ture, is at best a temporary expedient and will not for long overcome 
the disadvantages inherent in tramp shipping. 

In the light of some 27 years of experience as a manager and investor 
in American offshore shipping, and trying to free myself of bias and 
prejudice, I cannot see that the proponents of these amendments have 
offered anything new or useful. ‘The same proposals in one form or 
another have been examined repeatedly by the Congress and its com- 
mittees over the years. The same or similar proposals were specifi- 
cally analyzed in the Black committee report, the Kennedy report, the 
Harvard report, the Keller report, and last year in the Magnuson 
report. 

These independent reviews all reached the conclusion that if Amer- 
ica is to have a private merchant marine, adequate quantitatively 
and qualitatively to serve the national interest in peace and war, the 
best way of accomplishing this absolute necessity is through the instru- 
mentality of the 1936 act, carefully, efficiently, and promptly admin- 
istered. 

If the proponents have said anything new or meriting rebuttal, it 
is their allegations (or innuendoes) that those like my company now 
under operating differential subsidy contract have: (@) Contributed 
to the upward spiral of seagoing wages; (6) benefited unduly from 
tax advantages; (c) fostered monopoly; and (d) had a divisive effect 
on the industry. 

Let us examine these serious charges: 

Labor: There has been one direct charge made and one indirect 
charge reportedly made to this committee and other committees of 
Congress that the subsidized lines, having in mind that the Govern- 
ment (with subsidy) might have to bear all or part of the wage 
increase—and I am quoting a statement by somebody—were a push- 
over for the labor unions in collective bargaining. It has even been 
inferred that the subsidized lines encouraged increases in seagoing 
wages in the hope of creating a monopoly by forcing from the seas all 
those who could not afford the higher wages. 

As a matter of fact, if any company is subject to recapture (and 
most are), the increases in whole or in part must come out of the 
owner’s pocket. 

At the time labor rates and conditions are agreed or awarded by 
arbitration, the subsidized owner has no exact knowledge of what the 
wage differential (determined later by the Federal Maritime Board) 
may be, and in any event must pay out the wages in full and then wait 
years for reimbursement. Under this time lag and uncertainty one 
would have to presume a subsidized owner was unbeliev: ably impru- 
dent if he depended upon the Government to close the wage gap some 
day at some rate unknown to him at negotiating time. 

The charge that the subsidized lines were the cause of the upward 
wage spiral worried me. If the charge was true, I wanted to know it. 
Also I wanted to do something about it. 

Accordingly, I inquired of competent and unbiased authority. 
Mr. Walter Maloney of New York is an outst: anding member of the 
bar and president of the American Merchant Marine Institute, Inc. 

116—53—pt. 1 26 
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He is the official collective-bargaining representative of almost every 
shipping company subsidized and unsubsidized, serving the east coast 
and gulf ports in the matter of seamen’s wages. He answered by 
inquiry this way: 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
New York 4, N. Y., March 28, 1958. 
Mr. JAMES A. FARRELL, JYr., 
President, Farrell Lines, Inc., 
New York 4, N. Y. 

Dear JIM: Since our conversation of a few days ago, I have given further 
thought to the statements being made in some quarters that the subsidized lines 
are weak in the face of labor demands and are the leaders in granting conces- 
sions to maritime unions. I certainly cannot concur in these statements and, 
so far as we on this coast are concerned, such statements are without founda- 


Lio! 


As you know, I have served as chairman of our negotiating committee for a 
little over 1 year. For about 10 years prior to that time, as one of the attorneys 


handling institute matters, I was thoroughly familiar with activities at the insti- 
tute, even though I was not present at all negotiations. Never in all of that 
period have I seen our negotiating committee divided along the lines of subsi- 
dized/nonsubsidized Che record of our negotiations is devoid of any indica- 
on that the subsidized lines are the first to capitulate or that they lead others 
to do so 
At lunch today Hugh Gallagher and I were discussing the same question and 
I am taking the liberty of sending him a copy of this letter 
Sincerely, 
WALTER E. MALONEY, President. 
secause Mr. Maloney’s answer included only the sphere of bar- 
uuning on the east coast and I wanted to find out about the Pacific 
and his answer did not cover the Pacific coast, I addressed an 
inquiry to Industrial Relations Counselors, Inc., 1270 Sixth Avenue, 
New York. Industrial Relations Counselors are expert in the field 
of labor relations for all American industry. About a year ago, 
serfously concerned at the level which seagoine wages had reached, a 
very inrge and broad croup oT sh oOwhers (11 cluding proponents of 
e LASO propo LIS) employed Industrial Relations Counselors, Inc., 
to make a complete and unbiased survey of labor contracts, wage 
rates, working conditions, employment provisions, and so forth, in 
\merican ships. My company was one of the subscribers, although 
1e committee. I asked Industrial Relations 
Counselors 1f there was anv truth in the charge that the supsidized 


I was not a member of ft 


lines were responsible for an upward spiral of seagoing wages. I 

so asked, if true, was the suggested cure proper and effective, mean- 
ng a suggestion which was made to a committee of the Senate by a 
WeSE COasli s] ipowner. 


"answer to Mme WAS aS follows: 


INDUSTRIAL RELATIONS COUNSELORS, INC., 
New York 20, N. Y., Muy 20, 1953. 
Mr. JAMES A. FARRELL, Jr., 
Farrell Lines, Inc., New York, N. Y. 

Dear Mr. FARRELL: In your letter to us of today, you pose the following ques- 
ons pertaining to the survey of industrial relations in the ocean-shipping in- 
recently completed by us for the Maritime Industry Survey Committee: 
prepared on the basis of jour study contain any evidence 
ing to meet increased wage scales than 


Does the report 
that the subsidized nes were more will 


the nonsubsidized line 


s to ceilings set by action of a department of the Federal Government 
present a constructive approach to meeting the industrial-relations problems of 
the industry?” 


In your opinion, would proposals designed to limit subsidies on seamen’s 
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1. The report based upon this study contains no evidence that subsidized lines 
have been more willing to grant wage increases than the nonsubsidized lines. 
The bargaining settlements with the maritime unions, which have resulted in 
the rapid increase in seamen’s wages over the past 7 years, have been made by 
company groups, composed in each case of both subsidized and nonsubsidized 


ines 


And if I may I can Interrupt to say, two groups on the Atlantie 
coast, one dealing with the CIO and the NMU and the other group 
ncluding the gulf, and another group on the Pacific coast dealing with 
the A. F. of L.— 
In all three of the pattern-setting employer groups, the representation of the un 

isidized lines far exceeds that of subsidized lines. Representatives of both 
types of lines have participated in reaching the group decisions to grant each 
specific Increase 


Che study upon which the report is based indicates that other factors of 
differing interests among shipping companies have had a greater unsettling 


stability than has the mere fact of subsidy alone. Among these 







ellect upon wage 
factors are differences in situation as among agency versus owned-vessel opera 
on, and type of service, such as industrial carriers and tanker operators versus 
general-cargo operators, and passenger operation versus general-cargo interests. 

2. Our findings in the study led to the conclusion that free collective bargain 
ng in ocean shipping should be continued, and that determination of wages and 
other terms of employment by governmental action should be avoided. It seems 
probable that a provision limiting subsidies on seamen’s wages to ceilings set 
ry a Federal department would have the effect of nullifying free collective bar- 

iining in ocean shipping and would, therefore, be tantamount to wage determi- 


nation by Government edict Experience with Government determination of 
wages in the recent past attests the unwisdom of resorting to this method of 
ieeting the wage problems of the ocean-shipping industry. Such a course would 


eriously hamper a constructive approach to meeting the industrial-relations 
oblems of the industr 
Very truly yours, 
CARROLL BE. FRENCH 
I am sure these replies will convince your committee and the other 
committees of the Congress that there is nothing to the charge and 
nothing to the cure. 
\ctually there is less logic behind this wage spiral accusation than 
there is in the often repeated statement that any company operating 
t a profit can increase any of its expenses (including wages) with 
impunity since the United States Treasury through high income-tax 
ates ibso1 bs over 50 percel t ot I he expense. 
Subsidy and tax savings are important, but competent management 
indispensable. Any businessman who operates on the theory that 
is sound to increase any fixed continuing expense unnecessarily be 
cause he can charge it for a time to the Government as subsidy or tax 
avines would have to invent a new formula to meet a falling freight 
larket, 
Taxes: That there are substantial tax savings available to those 
having operating-differential subsidy contracts under the 1936 act 
both true and desirable. But it must be remembered there 


counterbalancing obligations and restrictions. 


The tax provisions of the original 1936 act have been whittled down 
hy voluntary agreement bet ween shipowners and the United states 
lreasury Department and in larger part now take the form of tax 
deferment. The savings are justified on at least two grounds. The 
{ax savings provide a partial solution of the replacement problem. 
They assure a stable, healthy industry from which over the years 
the United States Treasury is more apt to receive taxes regularly than 








398 AMEND 1936 MERCHANT MARINE ACT 


would otherwise be received from a business which is so cyclical and 
which, of course, is frequently described as being of a feast-or-famine 
nature. 

Tax savings provisions are not peculiar to shipping. In some form 
or another, Investors, coal operators, oil operators, farmers, domestic 
transportation, and manufacturers—in grants for depletion, amortiza- 
tion, and so forth—obtain similar or even greater savings. Iam nota 
taxman—lI leave these matters to the experts. I will add, however, 
that when a shipping company under the terms of the 1936 act is 
prosperous, that company pays plenty of taxes including excess-profits 
taxes, 

All engaged in subsidized shipping, seagoing and shoreside em- 
ployees, officials, shareholders, and the c ompanies themselves pay taxes. 
it is a fallacy for anyone to believe that any segment of shipping is a 

tax-free enterprise. 

Monopoly: The proponents of these AASO proposals, by direction 
and by indirection, say the 1936 act and those companies holding con- 
tracts under the act foster monopoly. They charge there is no room 
for the newcomer. They charge the only way service can be increased 
is by permitting existing contractors to make more sailings. 

The 1936 act provides that any American-flag company having liner 
experience, suitable ships, sound finance, no entangling alliances, and 
willing to accept very reasonable restrictions, may apply for a sub- 
sidy on an established trade route or pioneer a new trade route con- 
sidered essential to the overseas commerce of the United States. 

Inadequacy of existing service as rendered by a company with or 
without contract, already on the route, if there be one, is controlling. 

After the passage of the 1936 act—and this is frequently forgotten— 
and the substitution of a direct differential subsidy for ocean-mail pay, 
a large number of contracts were either awarded or offered to opera- 
tors and owners. After a while some of those who had accepted 
contracts gave them up for reasons of their own. There remained 
11 contractors serving some 26 routes. Today, there the 15 con- 
tractors—and there are more applications now under consideration 
by the Federal Maritime Board. 

It seems to me that the Federal Maritime Board and its predecessor 
have given new applicants ample opportunity to obtain subsidy con- 
tracts when those applicants can meet the ground rules. 

Perhaps this is a matter which I ame, Bera ularly qualified to com- 
ment on. One of our own trades to South African ports was the 
very first to be double tracked. Naturally we tried our best to hold 
the South African trade route exclusively for Farrell, but Seas Ship- 
ping Co., as a result of public hearing and Commission decision, was 
subsidized to run alongside of us. The same thing has happened in 
the United States east coast to the east coast of South Ameri ica; from 
the west coast of the United States to the east coast of South America; 
from the Pacific coast of the United States to the Orient, Indonesia, 
Far East, and the Middle East. I contend that this is normal 
expansion, eagerly contended for and certainly not characteristic of 
monopoly. 

If the standards are fair and open to all who qualify and are will- 
ing to serve, there can be no monopoly. 

How many of those who complain to you that the act is monopolistic 
have ever applied for an operating-differential subsidy ? 
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How many, having applied, have been denied a subsidy because of 
an existing subsidized operator already on the route ? 

Before you give weight to this charge of monopoly, those making 
it should give you these facts. 

I believe the answer is that not one of the liner companies support- 
ing this charge has applied for and been denied a subsidy. If vou 
press for an answer to this question, I am confident they will only 
say they would have applied if they could have dictated their own 
terms. 

There are a number of first-class liner companies now engaged in 
service on several essential trade routes very well run and run by a 
number of my personal friends, who if they chose could, in my 
opinion, qualify for subsidy under the 1936 act. That they have not 
done so is apparently a matter of their own business judgment, which 
I would not dispute. Undoubtedly, the management of these com- 
panies have weighed their self-interest against the obligations and 
restrictions of the act and feel it in their own best interests not to 
conform. 

I think it should be recalled that the restrictions, regulations, and 
obligations appearing in the subsidized lines’ operating-differential 
subsidy contract derive from the law as passed by the Congress and 
are not matters of regulation or of choice of the contract holder. It 
must be assumed that Congress did not insist upon these provisions 
as a matter of favoritism or because they thought they were of no 
major importance, but because in light of the Black investigation and 
conclusions they were deemed to be in the best national interests. 

It seems to me, in the face of the findings of the many official, inde- 
pendent, unbiased, and exhaustive reports and studies that have been 
made, it is somewhat strange for any company or management to 
now ask that the act be amended to suit special individual preference 
when there is a perfectly good existing alternative. Perhaps they do 
not wish to commit themselves to guaranteed continuing service in 
fair or foul economic weather or to set aside replacement funds. Per- 
haps those who do not participate in the program under the 1936 act 
have been disturbed by its recapture provisions. Perhaps they are 
aware that for the period 1936 to 1949, approximately 60 percent of 
the subsidy received was returned to the United States Government 
by the contractors and in the period 1950 to 1952, some 35 percent of 
the subsidy accrued is returnable under recapture from the contractor. 
It would have been higher except for a very bad year in 1951 and that 
is calculating it on a basis of 10 years, these calculations are done for 
a 10-year period, and it may go up or down. 

Perhaps this is the price they do not care to pay. 

Industry split: It has been charged that the 1936 act has resulted in 
a split in the industry. Obviously a united front is a desirable thing 
if arrived at without anyone compromising his convictions. Where 
interests differ, opinions must. No industry has a greater variety of 
interests than shipping. Economic pressures are strong and cannot 
be overcome by slogans or personal wishes. If a charge of divided 
opinion is made, who can say which one of several groups is at fault— 
who is the split off segment. 

I have worked for unity. There is a huge area of agreement. The 
area of disagreement is comparatively small. Among the proponents 
of AASO proposals are men for whom I have the highest personal 
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reg: rd who have worked along with me for industry unity. But where 
disagreement is predicated upon conviction, different opinions ought 
to be voiced especially in matters of paramount national interest. T ‘his 
is the American way. 

Now at this point, Mr. Chairman, if you will, I would like to depart 
from my prepared statement to cover some points that have been 
discussed with previous witnesses. 

The question arose this morning as to whether or not industry had 
done what it should have done to inform the public and others as to 
the need, justification of subsidy, and as to the continuance of com- 
panies benefiting thereunder. I think little enough has been done, 
but there has been something done. 

The national federation has published an extremely good book 
which has gotten very widespread. The industry distributed a book 
mentioned this morning, which is entitled “Yankee Ships.” Our own 
committee distributed many thousands of copies of a pamphlet called 
What Is the Score in American Shipping? Three other companies, 
my own company and two industry associations have produced movies 
which have been produced on television and other places. One of the 
problems has been to persuade each of our group and each of the other 
group to spend the necessary money to do it. 

We also, of course, have as one of the vehicles for disseminating in- 
formation, effective and good information about American shipping, 
the Propeller Club, which is established throughout all the United 
States, inland as well as seacoast ports, and that is supported by the 
industry, regardless of segment. 

The question arises from other witnesses as to the feasibility, desir- 
ability, and possibility of private financing and new ship construction. 

I think Mr. Slater was asked to touch on it and I am sure Mr. 
Donovan has because his problem is soonest. 

The chairman this morning raised a point having to do with how 
the mechanics of construction differential ought to apply. On the 
first point as to how the mechanics of construction differential ought 
to apply, I can say that having built ships under the 1928 act and 
under the 1936 act, for a time the shipowner entered into a tri- 
partite agreement with the shipbuilder and the Maritime Administra- 
tion because the shipbuilder was paid by the Government and the 
unpaid balance was given by note under mortgage to the Maritime 
Commission. It seems to me that for some reason with which I am not 
thoroughly aware and I don’t think it was a change in the act but 
was a change in the procedure, the Maritime Administration and its 
predecessor, the Maritime Commission, arrived at a process of selling 
the ship whole when completed at a marked-down price, and I think 
the earlier procedure was preferable. Why it is done this way I 
cannot explain except that it may have something to do with the 
estimated turn-in value at the time it is completed. If they want to 
return to the earlier system, I am in favor of it. 

The next question was on private financing on mortgage funds. 
I know that the Under Secretary of Commerce Murray has spoken 
to you about it and Mr. Weeks has made speeches about the problem. 
I think it is highly desirable for the industry to arrange its borrowing 
through regular commercial borrowing institutions. ‘Tt i isn’t going to 
be easy. It is going to be difficult. "As every borrower knows, you 
have to build up a line of credit. Some parts of the shipping in- 
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dustry have built lines of credit. Other parts have not. This turning 
to private capital cannot, in my opinion, be done overnight, and in 
the interim period I do not think that the law should be amended so 
that the privilege of Government extended credits on the unpaid 
balance should be wiped out, but as to how we can get around to the 
point of encouraging private lending, if you would permit me I would 
like to read to you a letter which I received in reply to an inquiry 
I made to the National City Bank of New York as to what they thought 
of the possibilities of it and what they thought the conditions were, 
the conditions precedent to that move. 

This letter is dated March 13, 1953, and it is addressed to me. It 
says: 


Referring to our conversation of the other day, we have carefully considered 
how private lending institutions might be substituted for the Maritime Admin- 
istration in making ship mortgage loans on the proposed new buildings by the 
15 American-flag subsidized lines. Aside from any other considerations, we 
questioned whether private lending institutions would be justified in undertaking 
this type of financing unless, and until, the Government clarifies the terms of 
construction and operating differential subsidy contracts, and demonstrates a 
willingness promptly to meet its obligations thereunder. Past due and contested 
receivables of substantial amounts do not furnish a sound basis for private 
financing 

It would be our thought that commercial banks might assist the lines in financ- 
ing progress payments on ship construction provided the lines held firm commit- 
ments from long-term lenders, such as insurance companies, to take obligations 
repayable over 20 years. After delivery of the vessels, the proceeds of the insur- 
ance company loans could be utilized, to the extent required, to liquidate the 
construction advancés. 

To induce private lenders to take on these commitments, we would suggest 
that the loan be insured as provided by subchapter XI—Federal Ship Mortgage 
Insurance—of the Merchant Marine Act of 1986 as amended. We believe you 
may wish to consider certain amendments to this law in order to best serve the 
nee ~y of the industry. The following points are relevant: 

The aggregate principal amount of mortgages insurable at any one time is 
ated to $200 million (sec. 1273). From our conversations, it would appear 
that the building program envisioned would be greater than the amount of 
insurance which could presently be written. 


Now I don’t know the size of the building program, but someone 
i 44 oa are Yes 
in the Federal Maritime Administration mentioned $7 billion. I can- 
not conceive of such a figure, but it is over $200 million. 

Now, to continue with the letter: 


9 


2. Insurable mortgages are presently limited to ships operated in the coastwise 
or intercoastal trade, on the Great Lakes, in foreign trade between the United 
States and foreign countries in continental North America, and between the 
United States and all islands lying between the Continent of South America and 
the United States in the Gulf of Mexico, the Caribbean Sea, or the Atlantic Ocean 
(sec. 1274, par. VIII). This restriction would obviously preclude many subsi- 
dized operators from availing themselves of insured bank and insurance credit. 

Which of course would be my company because we reach to Africa. 

Then the concluding paragraph of the letter is as follows: 

We shall be interested in keeping in touch with you as this situation develops 


with the hope, at the proper time, we can be of assistance in formulating a bor- 
rowing program. 


What I would say in summation is that private financing is desir- 
able. If it is possible, it ought to be sought but it isn’t imminent and 
in the meantime the present provisions of the act I hope will be 
retained. 

I said at the beginning of my statement that we had recommenda- 
tions to make, and I regret with the Chair that they were not in legis- 
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lative language. They are found on pages 50, 51, 52, 53, and 54 of 
the pamphlet to which I referred earlier. 

The first suggestion has to do with developing some system by which 
ships which have a remaining economic life, are not worn out, and are 
not fully depreciated, may be turned in against a new ship, and then 
be placed in the ready, active, first-class defense reserve. 

Now, you forego the remaining life of a ship, the ship being 12 years 
and her remaining economic life being 8 years and replace her with a 
ship that is brand new that has a useful life of 20 years but which has 
cost from 2 to 3 times what the ship was which is being replaced and 
there is a very substantial lag in the unabsorbed period of the last 8 
years of the old ship than the first 12 years of the new ship which 
might be absorbed if you could get the ship from foreign sources. 
But here is a problem that we have not any solution to, we don’t know 
of any exact one. It may be touched upon by the accelerated depre- 
ciation recommendation which might be helpful. It would not be 
helpful, however, and it would be damaged by a decision recently made 
by the Comptroller General to the effect that section 501 (d) of the 
1936 act should be interpreted so as to deduct from the trade-in allow- 
ance granted for an obsolete vessel an amount equal to the charter hire 
on such traded-in vessel during the period of construction of a replace- 
ment vessel. In that event, if that decision were to stand you would 
not even receive the unexpired 8 years of value. 

We then say that we recommend that, as Mr. Slater touched on this 
morning when he was talking about stability, everything that can be 
done by the Congress, by the industry, by the trade associations, which 
will impress the public regarding the firm foundation and continual 
effectiveness of the merchant marine is paramount. 

Next, we endorse the proposed bill to allow optional or elective tax 
amortization of ship costs on an accelerated basis. Some of us do not 
believe that that has any immediate attraction to subsidized lines be+ 
cause it has somewhat the same fiscal effect as voluntary deposits. 
On the other hand, in an extremely good year it might be a great ad- 
vantage. It certainly would, in my opinion, induce the construction 
of some special purpose ships. 

We next on our third recommendation say that the changes in the 
Ship Insurance Act recommended in the National City Bank of New 
York letter should be made. We then say that there should be a com- 
bined effort by shipping interests, the Maritime Commission or its suc- 
cessor, the Federal Maritime Board, and the shipbuilders to do some 
research and some study in the advancing art of ship propulsion and 
ship form so that when we do, and if we do, replace these ships, we will 
have first-class ships, ships that will lead the world. 

The British are now doing it with the gas turbine tanker. The 
Norwegians and the Dutch are trying atomic propulsion. The Dutch 
are in the design stage of atomic propulsion. We must alert ourselves 
to forward-looking engineering. We think that something can be 
done under proposal No. 5. We believe that the Department of State 
and other governmental agencies should pursue a most active course 
in weeding out and overcoming foreign-flag discrimination against 
American-fiag vessels in overseas places. Of recent years the State 
Department has been very helpful in this matter. It took a long time 
to get them alerted to it. 
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We are not taking any strong issue with the testimony of Admiral 
Denebrink or with the present operations of the Military Sea Trans- 
portation Service. We do say, however, it should be continually seru- 
tinized so that the military fleet and the mplitary directed and con- 
trolled fleet shall not be used to the detriment and the dilution of the 
privately owned fleet. 

We, therefore, lend our support to legislation which would amend 
section 901 of the Merchant Marine Act of 1936 by giving preference to 
privately owned or operated vessels in the transportation of Govern- 
ment cargo. 

Then we urge the amendment of the 1936 act so that the construction 
differential, when calculated, shall be calculated as to the cost of an 
American ship in an American yard and a foreign ship in a foreign 
yard. You see what happens, gentlemen, when you arrive at a calcula- 
tion based on the cost of an American ship in a foreign shipyard. 
You are getting the false basis because your competitor, the foreign 
owner, doesn’t build the American ship. He doesn’t meet the fire-fight- 
ing requirements, the safety requirements, the subdivision require- 
ments, and you are not comparing oranges. You are comparing apples 
and oranges. 

Then I say, and this has to do with the point you raised before, Mr. 
Chairman, construction subsidy rates should be determined and pub- 
lished periodically, and Mr. Poole touched on this point. 

At that point we conclude our recommendations, except we say that 
Congress now has before it and in this House and the Senate considera- 
tion of the coastwise and the intercoastal picture. Now, apart, quite 
apart, with what may be done regarding subsidy for the offshore oper- 
ator, it seems to me that if we are to have a ready merchant fleet in 
being in time of national emergency or other world crises and we do 
not have an adequate pool of intercoastal ships, good ships, fast ships, 
relatively new ships, there will be a void which was filled in 1940 and 
1941 by the then existing intercoastal shipping fleet which has never 
been re-created because of the economic conditions. It has never been 
re-created even though the benefits of the 1946 Ship Sales Act were 
there. That is a special solution and that is one segment of the indus- 
try that needs strong attention. 

Mr. WeicueL. That is a very good presentation. With reference to 
the replacement of ships, if there is no economic reason for their exist- 
ence, there isn’t any reason why the Government should build them. 

Mr. Farrety. You mean in the intercoastal trade? 

Mr. WricHe.. Yes. 

Mr. Farretx. I didn’t mean that. I mean that there are other 
conditions that may be corrected. 

Mr. Wercuen. We have a lot of testimony on that. For instance, 
back in 1940 when they had the Transportation Act of 1940 covering 
the railroads and the trucklines and everything else, the shipping in- 
dustry put its neck in the noose and asked to be regulated by the 
Interstate Commerce Commission and then, since that time, their rates 
and everything are controlled by the Interstate Commerce Commission. 

We had the Interstate Commerce Commission Chairman up here and 
the shipping people were asking the Interstate Commerce Commission 
to make the railroads raise their rates, and that is rather contrary to 
the historical approach on transportation. We seek the cheapest way 
for transportation and other agencies were asking them to raise their 
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rates, but here were the shipping companies asking the Interstate Com- 
merce Commission to raise railroad rates and they have shown that 
probably there is no economic need for their existence. 

Mr. Farreyi. I could not comment. I am not in the intercoastal 
trade. I am not competent to testify with reference to that. 

Mr. Weicnex.. That was their statement. Certainly the Government 
operated ships intercoastal by general agency after the war and the 
testimony before this committee since that time is that there are a few 
comps anies going back into the intercoastal trade. 

Do you have any questions, Mr. Tollefson ? 

Mr. Totterson. No questions at this time. 

Mr. Weicuet. Mr. Hart? 

Mr. Harr. No questions. 

Mr. Wercnuer. Mr. Allen. 

Mr. Aten. I would like to join with the chairman in saying that 
the work that you and your committee have done in bringing your 
views as they have been presented, together with the testimony “which 
the chairman has brought from other sources which seemed to me to 
give the finest review of the merchant marine situation that I have 
heard since I have been here these past 6 or 7 years, and I wish to express 
my thanks for that effort. 

I do find that there is a difficulty in the presentation which, from 
my own standpoint I suppose is ethical and probably good judgment 
not to compare your operation with competitors and others and you 
gentlemen have scrupulously avoided going into the details of the most 
difficult situation. 

Mr. Farreti. Are you referring, Mr. Allen, to the fact that the finan- 
cial figures are submitted in consolidation 2 

Mr. Auten. Not so much as I refer to comparisons between tramp 
operations and the operations of unsubsidized lines that are more or less 
regular and the operations of the subsidized lines themselves. 

I have the feeling which I have expressed in my questioning that 
the need for fast, available cargo ships that are available in excess of 
those operated by the subsidized <eps is going to be arranged in some 
way, either by military operation or by some other means, and I 
pre fer the milit: ary operation to ts ey over last of all. 

Mr. Farret. I would like to agree with you, sir. 

Mr. Auten, But we haven’t found a place where these ships that 
Admiral Denebrink said he required are to be found operating. 

The thought occurred to me while you were testifying that possibly 
there is a fee ling that needs to be explored, a field to be explored in 
utilizing fast cargo ships in the intercoastal trade, possibly ships su- 
perior to those for trade route support but which would make an im- 
mediately available fast fleet of ships that the Navy would immediately 
require in an emergency. 

Mr. Farrett. I am not skilled enough to see how the intercoastal 
trade could be reestablished, but if it could, that is certainly a place 
where some one-hundred-odd first-class ships could be employed with 
ready availability in times of national emergency. 

Mr. Auten. Have you heard any discussion of possible participation 
by the Government in a program which would maintain such a fleet 
in the intercoastal trade and still leave it to private operations? 

Mr. Farretu. No, I haven't. 
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Mr. Aven. But it is true that there are 100 or more such ships 
which could be employed to supplant the present ships ? 

Mr. Farreti. The prewar figure was 14. Now, with bigger and 
faster ships, that number might drop, with faster turnaround and 
larger capacity, but it would be a substantial number. 

Mr. Auten. We have often heard it said that the fleet immediately 
available were the intercoastal ships and particularly some of the 
passenger ships. It seems to me I remember something like 38 percent 
of the immediately available ships coming out of the coastal and 
intercoastal trade. 

Mr. Farrevy. I think that was true but I do not think that included 
passengers. ‘The immediate availability of all passenger ships in 
November-December 1941 were from the Caribbean and the Atlantic. 

Mr. Arten. Do you have any figures as to the percentage of troops 
that were carried in the passenger ships that were immediately 
available? 

Mr. Farrer. No, I have not, but I do know that the very difficult 
situation in the South Pacific on the first movement to Australia could 
not have occurred if it had not been for the ready availability of 9 
particular ships that were moved into Charleston almost overnight, 
and that included 3 of Mr. Slater’s ships. 

Mr. Atten. Do you remember whether other ships were involved ? 

Mr. Farretu. I should know, but I have for gotten. The same thing 
happened in San Francisco, but I only saw the Atlantic portion of it. 

Mr. Auten. My recollection is that the 4 large ships of the Grace 
Line and the 4 or 5 ships of the Matson and Oceanic Line were involved. 

Mr. Farreti. And two of ours we re there. 

Mr. Auten. The point being that that type of operation has disap- 
peared to a large eaend 

Mr. Farretx. I don’t think they came out of the intercoastal trade. 
I think they were offshore ships. 

Mr. Artuen. The Matson, at least 2 or 3 

Mr. Farretyi. Noncontiguous trade. 

Mr. Atuen. They were, in a sense, intercoastal with the Caribbean 
operation at that time. But is there a similar fleet existing at the 
present time? 

Mr. Farrety. Passenger ships ? 

Mr. Auten. Yes. 

Mr. Farretx. Of course you have the United States, the America, 
the Constitution, the Independence. There are the Dell ships, three 
of them. There are the four replacements for the Fowr Aces. There 
are 2 of our E ships and there is 1 of the Matson ships and 7 of 
the APL. 

Mr. Atten. That is the extent at this time? 

Mr. Farreti. In private hands. There are a number of ships which 
were prewar ships which were passenger ships, quite famous ones, 
which became military ships and are now in the military reserve and 
they are quite available. 

Mr. Aten. Would it be your opinion that we now have sufficient 
for the purposes that we found we needed them for in 1939? 

Mr. Farreti. We could not meet a situation today without pre- 
suming we are going to hold on to some of our friends. We do not have 
the passenger capacity. 
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Mr. Auien. I am not sufliciently apt to know whether there are 
proposals in your statement which would look to the ultimate solution. 

Mr. Farrewy. Only this, that we believe that ships of the necessary 
type will be built with the continuity of the 1936 act without crippling 
amendments. I think there are in the offing 2 for Moore-McCormack, 
2 for Grace, and several more not so far behind that. 

Mr. Auten. Going from crippling amendments to those exactly in 
the opposite direction, would you say that there are any very neces- 
sary amendments to make certain that the program would go ahead. 

Mr. Farrevi. Well, anything that could be put down which would 
make the construction differential percentage which, at the time you 
contract to build the ship you actually know, and not something that 

: taken up several years later, that will help build ships. The other 
shine that will help build ships is the necessary amendments to the 
Ship Mortgage Act will be of some assistance. 

The affirmative attitude of the Congress, the shipowners, and the 
people toward the merchant marine will help. 

Mr. Auten. There must be a finality to the contracts when drawn 
upon which reliance can be placed. 

Mr. Farrewt. That is correct, particularly when you are going for 
outside financing. 

Mr. AuiEN. Is it equally true that Congress and the Government 
as a whole must pay those bills on time, its bills ¢ 

Mr. Farrevu. It is much better than it used to be. 

Mr. Auten. Referring to your statement a little bit, I was curious 
on one point where you mentioned the number of your ships that were 
jisted with the naval list. 

Mr. Farrewu. Yes, sir. 

Mr. Auten. Do you have any idea as to how many of the officers 
who man your ships are members of the Reserve ¢ 

Mr. Farrevy. I cannot give it exactly, but I can make a rough 
calculation. There are 16 ships, and that is roughtly 160 officers. I 
would approximate that to be 125 naval reservists, and the balance 
are people who either cannot physically qualify or who have been put 
on the honorary retired list, like: myself, 

Mr. ALLEN. The large majority are Naval Reserve officers? 

Mr. Farrewy. Oh, yes, sir. 

Mr. AuteN. Another matter you mentioned was the possibility of 
financing, the letter which you read from the National City Bank 
of New York, and I asked the Under Secretary whether he thought 
that the interest rates that might be available as all other conditions 
that made private finance desirable from the private banks would be 
of sufficient interest to the private bankers and also be within the 
ability of the average shipping lines to pay. 

Mr. Farreui. It is very hard to answer that question. The act, 
as it is written, provides for 3% percent interest. The current mar- 
ket for borrowing is, as you know, increasing very sharply. Private 
interest rates are increasing and whatever interest rate you could 
obtain from a lender would be something that would have a great deal 
to do with individual credit. 

For instance, company X would get a better rate than company Y, 
but I would guess—and I have no authority to state this, because this 
is a private guess, but I would guess that money could be borrowed 


> 


probably at about 3.75 percent and the cost to the Government if 
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this act were amended would probably run one-half to three-quarters 
percent that, so that private money, by adding mortgage insurance 
to the commercial rate would be more expensive than Government 
money has been. I don’t know whether that is an answer to your 
question or not. 

Mr. Auten. That would be about 414 percent total cost. 

Mr. F’arrevyi. At least 414 percent. 

Mr. Auten. Which would be 1 percent more and that would be 
four-sevenths increase. 

Mr. Farretzi. Of course, the money market might go down next 
week, but that is today. 

Mr. Atien. That would be a considerable charge. 

Mr. Farreiy. It would be a deterrent. It would make the Gov- 
ernment money more attractive. 

Mr. ALLEN. My thought was not attractiveness, but could the in- 
dustry stand it on the present method of operations. 

Mr. Farreti. Each individual borrower would have to make his 
own forecast, and while we all compute pretty closely, I doubt if 1 
percent interest makes or breaks a project to build a ship. 

Mr. Auten. You referred to the program of public relations. I 
would like to add this comment, which I have made before. 

It seems to me that the elements of a program that have been used 
are rather good, particularly some of the efforts that have been made. 
3ut it has seemed to me that there are large areas of the country 
which are almost, if not neglected, at least not aroused to an interest. 

| would suggest to your public relations people that they study the 
votes of the Members of the House of Representatives and make a 
study as to where they have the most trouble. 

Mr. Farrevy. I think they have done so. This branch of the indus- 
try. about 18 months ago, employed a public-relations firm to make a 
survey of our public relations and when we read it some of us weren't 
as happy as we might have been, but it gave correct weight to the 
relationship to the popular vote, the congressional vote, and also gave 
great emphasis to the grassroots and the hinterland and the voice 
of the people who knew nothing about merchant marine shipping. 

They presented a program. We haven’t spent the necessary money 
to implem« nt the program. 

Mr. Auten. I want to commend you on that. 

Now I have one other question, if it is a fair one. You mentioned 
the experience of finding your subsidized route double tracked. 

I wanted to inquire whether someone here had the experience as to 
what the benefit or lack of benefit was from the public viewpoint. I 
realize it is a rather unfair question to ask you to answer, but would 
you like to take a trv at it. 

Mr. Farret.. With your permission I will step off into thin air. I 
think that in the aggregate it has increased the American share of 
cargo carryings at the expense of foreign firms. 

I think that in total service offered it has perhaps benefited the re 
ceiver and the shipper of cargo. I think it has not resulted in operat- 
ing economies. I think there have been unnecessary duplications of 
ship use, unnecessary duplication of overhead, and unnecessary com 
petition for the same cargo. 

I would say on balance it has ben all right. It has been tough 


going. 








408 AMEND 1936 MERCHANT MARINE ACT 


Mr. Atten. Would you say that as a general result there is a net 
gain to the shipping of the country, or are the advantages of better 
service and more service too costly ¢ 

Mr. Farreti. Well, if I am allowed to answer as to the South 
African trade only, I will Say it has been beneficial. 

Mr. Auten. Thank you very much. 

Mr. Weicuet, Mr. Robeson. 

Mr. Ropseson. I don’t have any questions. 

Mr. Wercuen. As I listened to all the testimony and to your summa- 
tion, it comes down to this, it seems to me, that with reference to an 
adequate merchant marine as the industry pictures it, it depends on 
how much money Congress wants to appropriate to carry on the 
business. 

Mr. Farrexxi. I could not agree with that statement, Mr. Chairman. 
That might be your summation. 

Mr. Weicuent, Because the continual cry is for money and that the 
Appropriations Committee does not give enough. Isn’t that continu- 
ous, that the Appropriations Committee does not give enough to the 
Marine Board to carry on a program that they think should be carried 
on and that you believe is adequate‘ It is only a question of money. 

Mr. Farrevy. I don’t think it is a question of the size or the money. 

Mr. Weicnet., What is it if it isn’t the money ? 

Mr. Farrevyi. I think it is the continuity and stability of it. 
I think that the merchant marine of the United States, as the mer- 
chant marine of any nation, rises and falls on its commercial need and 
the volume of cargo attracted to it and the efficiency and competency 
of management. 

I said in my prepared statement that taxes helped, but subsidy 
helped, but subsidy alone will not provide a merchant marine. 

Mr. Weicue.. No, not alone, but it is dependent upon the money 
you can get from the Government to carry on what you believe is neces- 
sary, either by direct payment or in the form of tax deferment. That 
is what it simmers down to in the end. 

Mr. Farret. I think it is a matter of proportion. I think it is a 
question of Government funds, plus freight and passenger earnings. 

Mr. Wericuex. Evidently from all the testimony that there is you 
cannot get along without that. 

Mr. Farrei. I think it is a matter of weighting the situation. It 
is an accepted theory of production that the profit in the business and 
the assurance of business continuing to live is not in the first 95 cents 
of revenue. It is in the last 5 cents of revenue and in the relationship 
of Government funds to revenue, ane at it from the shipping pub- 
lic, I cannot speak for other companies, but I can speak for my own— 
it is in the relationship of 221% to about 1.9. 

Mr. Weicue.. Do you have any questions, Mr. Hart ? 

Mr. Harr. No questions. 

Mr. Weicuen. Mr. Tollefson? 

Mr. Totzerson. A number of suggestions have been made here. 
Assuming that many or all of them were adopted and put into prac- 
tice, and assuming further that the construction-cost differential 
between our country and foreign countries continued to exist, do you 
envision the possibility ever of a subsidy program coming to an end? 

Mr. Farreti. I could not envision the technique and the system 
coming to an end. I could envisage the amount of money necessary 
being lessened as the volume of trade increases. 
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Mr. Toutierson. In other words, as long as there is a construction- 
cost differential of some considerable degree, then the American ship- 
owner and operator must rely on some degree of subsidy. 

Mr. Farretx. Unless he is allowed to build abroad to the detri- 
ment of the American shipbuilding industry. 

Mr. Totuerson. What was that answer again ? 

Mr. Farrety. Unless he is allowed to build abroad to the detriment 
of the American shipbuilding industry. 

Mr. Totierson. Of course. We would have to do that. Either the 
shipowner and operator would have to get his ships built abroad or 
he would go out of business; is that correct ? 

Mr. Farrevt. That is right. 

Mr. Totierson. So, as long as there is a construction-cost differen- 
tial existing there must be some Government construction subsidy. 

Mr. Farreti. It was mentioned this morning at some time or other 
that our standard of living might go down or the persons abroad 
might have their standard of living increased to a level. I could not 
envisage that in my lifetime. 

Mr. Totierson. That our standards will be on a par? 

Mr. Farrevyu. No. 

Mr. Toxtterson. Neither can I. I would like to see it and so would 
vou. It has been said there are those people in the world who would 
sy to see our living standards come down. We would not like to 

e them come down. We want to do what we can to raise theirs, but 
T agree in your lifetime and my lifetime we will never be on the same 
Dae and as long as that difference exists in standard then we can 
build ships abroad cheaper than we can build them here, and so al- 
though we might not like it it appears as though we are going to have 
a Government subsidy or build our ships abroad, and when we build 
our ships abroad then our own shipyards disappear. 

Mr. Farrevu. Yes, sir. 

Mr. Wericuet. What becomes of all these other people who do not 
have the subsidy? In other words, those who have these essential 
routes and get the subsidy will continue to prosper. What will happen 
to these other people? 1 mean all the unsubsidized lines? 

Mr. Farrevy. I tried to suggest that perhaps they could become 
like we are. 

Mr. Weicuen. In other words, you talk about ns ational defense and 
having ships re: aay when called upon, but here is a great segment 
that have all the ships that were not subsidized, intercoastal and all 
these others in foreign commerce, and what do they do, just pass out 
of the picture while those that are subsidized continue to grow ? 

I was wondering what the thinking was on that. As Mr. Tollefson 
said. what do we have to do, subsidize forever ? 

Mr. Farrett. No; I suggested that there were very substantial 
first-class lines who could participate in this program. 

Mr. Weicuen. That means money, and Congress has not seen fit 
to keep handing it out, is that right? 

Mr. Farrevi. Of course, it would naturally mean money. 

Mr. Weicuet. But Congress hasn’t seen fit to hand out the money, 
and they are cutting down on it every year since the war in connec- 
tion with subsidy contracts, isn’t that true ? 

Mr. Farrevy. It certainly is getting very difficult and the dilution 
of the appropriations makes the whole situation not one to be too 
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enthusiastic about. I think that the Congress will respond to the 
will of the people and retain a merchant marine. 

Mr. To.tterson. Many Members of Congress and a great segment 
of the public generally frown on a subsidy of any kind, and maybe 
they frown on ship subsidies more than any others. But looking 
at the long range, what is your thinking in connection with the long- 
range costs to the Government with respect to shipping? I mean 
by that, is there a likelihood that if we continue our subsidy program 
and maintain a reasonable-sized merchant marine that in the long 
run the Government will be money ahead, money ahead by not being 
caught the way we were in World War I and World War II and 
spending billions of dollars in a hurry. 

The ship-construction program did cost us billions of dollars. 

Mr. Farrety. There is no doubt that a fleet in being will be cheaper 
than a war-built fleet. 

Mr. Ropeson. Isn’t it true that people managing the operation are 
equally as competent as the foreign operators ? 

Mr. Farreii. We could not admit otherwise. 

Mr. Roseson. Now assume that the personnel on the ships could 
match them, too. 

Mr. Farrevt. I think in many respects they are better. 

Mr. Rogerson. And usually we have been able to devise more effi- 
cient ways of doing things and are equipped to do it. So, don’t 
you think that the American public should understand the reason 
for acquiring subsidy is because an American ship is not operated 
under the same conditions. 

Mr. Farreii. There is a question of the market place. When we 
market our produce in our own economy we compete among ourselves. 
When we market our foreign commerce we compete with the world 
on their terms. 

Mr. Roseson. But if our people could build the ship under the 
same conditions that the foreigner has his built, he employs people 
to operate it for the same wage and pay the same taxes, he would 
probably make more money than the foreigner. So if you carry on 
the other economies and provide better for the personnel on the ships, 
then we have in some way to meet that factor. 

Mr. Farrevyi. Actually what we are doing is to reverse the Custom 
Act procedure. 

Mr. Rosrson. Isn’t that what the public doesn’t understand ? 

Mr. Farrevi. They might not. We may be good ship operators, 
but apparently we are poor publicists. 

Mr. Wricner. Are there any other questions of Mr. Farrell? 

If not. thank you very much, Mr. Farrell. 

Mr. Farreit. We know that we have overrun our time, but we 
thank you for this opportunity to be heard before your committee. 

Mr. Wricnet. Mr. Nemec, will you be available for another 
question ? 

Mr. Nemec. Yes. 

Mr. Weicuet. Mr. Allen has a question to ask of you. 


STATEMENT OF FRANK A. NEMEC—Resumed 


Mr. Auten. Has your statement answered this question as to, first, 
why the difference between the 172 percent net worth shown by unsub- 
sidized lines against the 632 percent increase shown by subsidized lines 
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ver a period, and the second part of it, whether the meaning of the 
term “net worth” is identical in each case ? 

Mr. Nemec. Mr. Allen, last night after hearing your very pointed 
questions I did a little homework, and we have been thinking along 
the same line all along. 

But as a result of that homework, I prepared a specific answer to 
your questions, which I have made part of the record. You may have 
some further questions develop from it, so I will be glad to run over it 
for you. 

First, in my statement, on page 2 particularly, there is a break- 
down and analysis of the source of the increase of the net worth of the 
subsidized lines. 

This covers all companies during the period in which they were 
covered under the 1936 act. 

You will note from that that the analysis is shown in parallel 
columns for this reason, the first column headed per statements 
attached is actually from the books of the companies on the basis of 
their recordations. ‘That means that the tax deferment, the tax which 
they will have to pay to the Federal Government ultimately will 
not be deducted. 

That document comprises a complete analysis of all the operations of 
all the companies for the full period of their operation under the 
1936 act. 

The left-hand column is per the books as recorded. The right-hand 
column is after deducting the $55 million of deferred taxes. 

Analyzing it further, you see below the source of the earnings. 
We pointed out that during the course of the testimony that the 
$78 million represents stockholders’ equities for companies coming 
under the program as well as capital additions during the period of 
their operation under the 1936 act and at the ratio of increase, correct- 
ing Mr. Morgan, is not 614 to 1. He took the opening net worth 
without regard to new companies coming in and without regard 
capital additions. 

So, we start off initially that the increase has been 4 to 1. 

Now, further in the statement which I prepared specifically in 
regard to the question, we have got to recognize that this shipping 
capital of $78 million contributed under your program as part of the 
1936 act requirements was based largely on depression dollars and 
they had a much larger purchasing power than now or even at the 
time they were put in. 

At the time these companies were covered into the 1956 act thei 
assets were restricted considerably more than that $78 million. They 
had old ships which were depreciated down which had a market 
value substantially above the $78 million. Estimating what that 
excess market value may have been, we have taken the capital gains 


vhich you will see on the same page, of $72 million, and that $72 

illion when added to the $78 million gives some balance of real 

aie which these companies have contributed to the business 
initially. 

That makes the stockholder equity about $150 million, but, by the 
same token, we must take that $75 million out of earnings during the 
period of operations. When you do that you get an adjusted factor, 
in other words, on a more realistic basis. You get an adjusted figure 
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of 163 percent from earnings. That 163 percent does represent actual] 
earnings during the period, but there is one further qualification. 
Part of this is in inflated dollars. Inflation has hit the shipping 
industry twice, in the period before World War II and very severely 
and very dramatically in the period after World War LI. 

The ships which are wearing out today cost the shipping industry 
about $100 a ton under the Ship Sales Act of 1946. If you replace 
them in kind without respect to improvements, speed, and any other 
factors today under the construction program they would cost you at 
least 21% times that. 

So, in effect, the a mi represents an inflationary figure which 
has not been properly flected. 

Mr. Auten. I think that you brought it out in a comprehensive way 
as to one side of the picture, but I wanted to get as well as to whether 
he basis on the unsubsidized lines which came out of the 172 percent of 
the starting figure was not subject also to that inflationary action. 

Mr. Nemec. It probably has been, and the only way you ever will 
know the proper answer, and we can do a lot of supposing across the 
table, but the only way you will ever know the proper answer is to have 
a complete analysis, such as we have given you, made by them. Look at 
all the factors. What has come in? What was their starting point ? 
What dividends have they paid? Where has their money gone? What 
has been the effect of not paying for the ships, or rather of not buying 
ships, not risking, not venturing as we did in 1936 to take on these 
tremendous obligations 

There is a return for risk capital. We risked. They elected not to. 
How have their hotels fared? How have their sugar companies fared ¢ 
Where have they made or lost money? Were they wise or imprudent ? 

When you get into it you get a very complicated picture. The term 
covers fruit companies, banana companies, bulk carriers, but steel, 
the Aluminum Co. of America, companies of that size and description. 

It is not very simple to get an intricate picture out of the operations 
of the unsubsidized lines that makes sense, and in order to make any 
comparison on judgment you cannot take naked figures. You have got 
to know what are the underlying facts. 

Mr. Atren. I take it that the net result is that the comparison of the 
172 percent to the 632 percent doesn’t mean anything? 

Mr. Nemec. Well, first of all, the 632 percent is a flagrant error. 
If you are comparing the relative increases you have got to compare 
the correct figures, whieh are about 4 to 1, compared to the 172. 
Your question on that basis is entirely correct. 

Mr. Autex. Thank you, sir. 

Mr. Wertcuet. Thank you, and the meeting is adjourned. 

(Whereupon, at 4:47 p. m., the hearing was adjourned subject to 
the call of the Chair.) 





PROPOSED AMENDMENTS TO THE MERCHANT MARINE 
ACT OF 1936 


WEDNESDAY, JUNE 17, 1953 


Houser or RepresENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D..G. 


The committee met at 10:30 a. m., Hon. Alvin F. Weichel (chair- 
man) presiding. 

The Cuarrman. With reference to the hearings we have had on 
the amendments to the Merchant Marine Act of 1936, Mr. Brown is 
here of the Pacific Far East Lines. He has brought up a statement. 
He would like to be heard. 


STATEMENT OF HUBERT BROWN, ASSISTANT TO PRESIDENT, 
PACIFIC FAR EAST LINES, INC., SAN FRANCISCO, CALIF. 


Mr. Brown. Yes; I would like to be heard and I would be perfectly 
willing to be interrupted to answer any questions. It will take me 
about 10 minutes to read this statement. 

The Cuarrman. You may proceed, 

Mr. Brown. The operations of Pacific Far East Line have been 
predominantly in the Pacific Ocean and Far East. From inception 
of the company in July, 1946, until January 1 of this year, we operated 
without subsidy. Effective that date, we signed an operating differ- 
ential subsidy contract for trade route 29, between ( ‘alifornia and 
Far East ports. 

We are members of the National Federation of American Shipping 
and of the Committee of Lines Serving Essential Trade Routes. Both 
of these organizations have appeared here. There are, however, some 
points of difference in our views, and we feel it would be something 
less than candid not to come forward with our own comments. 

We testified before Senator Magnuson’s subcommitte on the long- 
range bill in February 1950. We also appeared before this House 
committee in last year’s hearings on that legislation. The views we 
then held as an unsubsidized operator have not changed with our 
newly altered status. In some respects they have become stronger. 
We have found that there are many handicaps to expansion of Amer- 
ican flag service under the subsidy laws and regulations as they now 
stand. 

The language of the 1936 act, its requirements and obligations, the 
mechanics of its implementation and administration, including the 
vast number of regulations and restrictions, all together make up this 
system under which the United States seeks to build and operate a 
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merchant marine in keeping with the declared national maritime ob- 
jectives. It is our belief that some overhaul is past due. The pres- 
ent law had but about 2 years of experience after 1936 before vast 
world disturbances commenced. That our system does need some 
modification has been acknowledged publicly by many close to it in 
Government in recent years. These hearings and other current studies 
will, we believe, show the timeliness and desirability of broadening 
a program originally well conceived, but which experience gained in 
operatons and. changed conditions resulting from the passage of 
years have proved to be too rigid and restrictive. The following 
comments are offered for the committee’s consideration : 


CONSTRUCTION AID 


Last year’s amendment to the 1936 act, liberalizing the conditions 
under which construction ‘ifferentis al subsidy is available, is a step 
in the right direction. There are other amendments which would be 
beneficial. 

lor example, it should be the obligation and right of management to 
lay out the design for commercial vessels to fit into the services for 
which they are intended. So far as these commercial features are 
concerned, the Government should not interfere. The Government 
should insist that private management take full responsibility. It 
should not restrict or limit any part of the commercial features pro- 
posed by management. Then, for conversion and national defense 
features, the Government should add whatever requirements are found 
necessary. ‘These defense features, as at present, should be computed 
and paid for separately. Such a program will provide a clear distinc- 
tion between commercial and defense features. It will place responsi - 
bility where it belongs. It will provide vessels of varied size, type, and 
equipment. It will preserve maximum conversion flexibility. 

Mr. Suetiery. The gentleman said that he would welcome interrup- 
tions at any point. 

Mr. Brown, in this last paragraph that you have just read, by that 
lo you imply or mean that under the present method of operation the 
private operator, when he wishes to construct a vessel and get the aa- 
sistance of the construction subsidy features, he is not permitted to 
have the vessel built to his own design to meet the needs of the service 
that he wants to use it in? 

Mr. Brown. That is substantially what I mean. There is effective 
ind good collaboration and cooperation with those who have the say 
on behalf of the Government, but the difficulty is that they exercise the 
right of veto on the items that concern the commercial functions of 
the ship. We are up against that right now, as will be brought out 

little later in my statement in connection with our negotiations for 
the purchase of some mariners. We want to put in a certain number 
of reefer space and they tell us that istoomuch. They say that today’s 
statistics do not support that. We have to live with that ship for 20 
years. 

Mr. Suerixy. From your experience in operations in that trade, you 
feel that amount of reefer space would be necessary # 

Mr. Brown. Our traffic people, of which I am not one of the ex- 
perts, have, from their several years of cumulative experience, come 
to feel that they know the Pacific Ocean, and it is just a little frustra- 
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ting for somebody 3,000 miles away to tell them how much reefer space 
we will require in our runs, and in the turn-arounds that we propose 
for these vessels from here on out for the next 20 years. We think we 
are the better judges. 

Mr. Surtiey. Would you say that a part of the problem is that the 
constructions division of maritime is prone to lay out a standard ves- 
sel ¢ 

Mr. Brown. Partially, and again, Mr. Shelley, I do not want to 
wppear as criticising the good faith, or the fidelity to duty of any of 
these people. It is the system. It is not the people. They are fol- 
lowing their lights. They are going by the construction and concept 
that has been built up from this whole system. They are doing their 
job. There is no quarrel about that. The thing is the responsibility 
ae the element of judgment should be placed where it belongs. If 
you are going to tell a man to go out and make a living against his 
foreign competitors, tell him to equip himself 

Mr. Totierson. Time is running short, and I suggest that you con- 
tinue your statement. 

Mr. Brown. Private financing of ship construction should be en- 
couraged to the maximum. Appropriations for construction would 
he materially lessened if the Government, in lieu of financing the com- 
mercial portion, stood instead as a guarantor, subject to the provision 
that its own defense requirements are met, including elements of speed, 
size, structure, defense facilities, etc. The committee print contains 
one suggestion along these lines, in the form of proposed revision of 
ship mortgage provisions under title XI of the act. And Under Sec- 
retary of Commerce Murray offered some very constructive comments 
in his recent test imony before the committee. 

However, it cannot be expected that sufficient private capital will be 
available for ship construction unless some operating aid is available 
without all of the existing restrictions on ship operation. We feel 
that if something along these lines developed from these hearings, 
private financing would be most definitely encouraged for at least cer- 
tain types of vessels. It might perhaps not suffice for large passenger 
carriers, which would doubtless still require greater Government 
participation. But certainly it would have wide application for 
freighters, bulk carriers, ete. 

Government financing arrangements should very definitely be re- 
tained as standby protection where private financing is impractical or 
unavailable. The very existence of statutory provision for Govern- 
ment financing will act as a stabilizing factor in negotiations with 
private investors. The proposals already submitted for accelerated 
amortization by increased depreciation during favorable years are 
sound and should be helpful. In the case of construction of large 
passenger vessels, special provisions of the type set forth in section 
503 would appear desirable. 

Competitive bidding in ship construction, while a safeguard, is not 
always the best or cheapest in the long run. Under private financing, 
the law should be liberalized to permit differential aid with reasonable 
safeguards on a negotiated-price basis. The assumption should be that 
if the operator and his source of capital were satisfied that in some 
instances the negotiated prices would be better over the long pull, the 
Government, particularly with the right of audit to protect its differ- 
entia] award outlay, would be amply protected. 
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OPERATING SUBSIDY 


There is before the committee a proposal to pay subsidy based ‘on 
wages 0 nly. This is ‘ontrary to the concept of the act. If we are try- 
ing to achieve parity of costs with foreign operators we should con- 
tinue to equalize all costs. 

We do, however, recognize the requirements of the Federal budget. 
if the Congress should extend subsidy to more vessels, it may be neces- 
sary to reduce the aid to each on at least some types of service. For 
example, on fast passenger and freight service full equalization will be 
necessary to compete effectively with foreign-flag services. In other 
types of service, such as bulk, and so forth, wage differential alone may 
uflice. The difference in application is understandable in the light of 
the wide range in other subsidized costs such as maintenance, repairs, 
subsistence, and so forth, as between the bulk carrier and the large 
passenger liner or fast, scheduled freighter. 

The ‘proposal that wage differenti: 1 should be limited by compari- 
son with shoreside wages is unsound. Whether wage differential 
stands alone in some instances, or is but one of several subsidized items, 
the equity of the aid granted should not be destroyed by artificial re- 
strictions or false comparisons as a ceiling. The suggestion that wages 
at sea should be governed by allegedly comparable wages ashore 1s 
unrealistic. Seagoing wages and conditions because of the peculiar 
circumstances and terms of employment cannot be fairly compared 
with those of shoreside occupations. Collective bargaining and the 
basic economics of operation will be the true governing factors. 

As to conditions which should attach to any parity adjustment, we 
believe there should be increased flexibility, fewer restrictions and 
greater opportunity for more American-flag vessels to obtain the aid 
required to meet foreign-flag competition and attain the objectives 
of the act. We believe a distinction must be drawn between (1) obli- 
gations and requirements which must be accepted by the operator in 
return for aid, and (2) unnecessary and hampering restrictions which 
tend to prevent the fulfillment of those obligations and requirements. 

Of course, there must be the actual obligations to build and replace 
ships. This is fundamental. It must be : accepted by operators who 
seek Government aid. Under a less restrictive operating-subsidy 
system, replacement should present no great problem. If private cap- 
ital can be encouraged to participate more and more in ship construc- 
tion and operation, the very self-interest of such capital will seek to 
renew and perpetuate its earning potential in order to keep pace with 
competition, both foreign and American. 

The operator who receives operating aid must likewise agree to per- 
form the service for which aid is granted, by guaranteeing a number of 
sailings which will insure continuity in good times or bad. However, 
this guaranty should apply to a broad ‘geographic trade area rather 
than to specific or restricted itineraries. There should be contractual 
service requirements for the area, with protection against abandon- 
ment of the trade. But there should not be a ceiling on-the amount of 
service the operator may provide over and above the guaranty. There 
should not be controls which limit American-flag expansion and which 
give notice to the foreigner of the extent and limit of competition. 
Nor should there be restrictions against operations in other trade areas, 
so long as the operator continues to discharge his obligation to the 
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irea originally contemplated. The way to get business for American- 
lag vessels is to put those vessels where the business is. That is what 
foreign-flag vessels do. That is why they are again making such 
roads. They are increasing their sailings. We must meet the for- 
elen competition where it is. We must be able to be just as opportu- 
nistic, just as flexible, just as much on the job as they are. 
We have listened too long and worried too much about competition 
mong Ame rican-fl ag operators. Instead, we should revise the SySs- 
tem so that competition among Americans will be submerged in ener- 
retic, ente rpr sing American competition with the smart foreign fi; ag 


perators . This country has had long experience with both direct and 
direct subsidies, dating back to the administration of George Wash- 
ngton. Che most common indirect subsidy is the import duty . The 


onsumer pays higher prices to uphold American standards. Yet the 
Government oom not tell the protected industry that its merchan- 
dising must be done under Government-allocated territories. On the 
contrary, tle he is not only encouraged, it is required under 
the Sherman antitrust law. A steamship line is not a “natural mo- 
poly” as the economists use the term. It is not like a railroad or 
n electric company. If you own a railroad aan the track running 
nly from San Francisco to Chicago, you cannot, at a moment’s notice. 
vert your trains to Vancouver. Yet if a steams chip j is on the run to 
Manila, it can be diverted to other ports with a minimum of expense 
cargo inducements warrant. In the national interest, we should 
ike advantage of this flexibility. Our legislative enactments and 
ministrative attitudes should reflect the affinity of the shipping 
ndustry to the basic and traditional American concepts of free enter- 
rise. Neither by legislative fiat nor by administrative interpreta- 
should the American operator have to sacrifice ingenuity and 
nterprise as the price of fair competitive parity with foreign-flag 
operators. Such a result will defeat the purposes of the act. 

The theory of the “chosen instrument” is inappropriate in dealing 
vith foreign competition. The same applies to the related concept of 
the protected “franchise.” These concepts have meaning and validity 
only where the entire field is subject to regulation. Our Government 
annot control the competition of the foreign-flag operator in foreign 
trade. The purpose of the subsidy is to equalize competition with 
foreign-flag ships. Why proffer the equalization and then prevent 
the American operator from going where the cargoes are to be had 
and the foreign competition is to be met? 

In furtherance of this broad viewpoint, we favor the extension of 
the operating a ytayacr to carriers of bulk cargoes, such as coal, oils, 
ore, grains, and so forth. In the past the subsidized lines have not 
been particul: aie: attracted to such movements. By and large they 
ire the least remunerative. Yet here is where the impact of foreign 
flag competition is felt first and most effectively. If the American 
operator can compete at the bulk cargo level, he can compete at any 
level. Of course, in return for the opportunity to compete on a parity, 
such a subsidized bulk operator must agree to build and replace. In 
this way, and only in this way. can this country develop and maintain 
an adequate segment of specialized and modernized bulk carrier ships. 

We see no objection to the extension of operating differential to the 
foreign trading of lines engaged in intercoastal or coastwise opera- 
tions, provided they assume for all of their operations, domestic and 
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offshore, the same building and replacement and other obligations 
required generally of any applic ant. It seems to us manifestly unfair 
to permit an operator possessing special “grandfather” rights to a 
protected trade to seek the parity benefits in its foreign trading with- 
out being subject to the same obligations overall as those who do not 
enjoy such special rights. By the same token, if these lines are going 
‘o expand beyond their protected trade into the offshore trades, there 
must be a realistic revision in their traditional opposition to the re- 
ciprocal privilege of the offshore operator to enter the domestic field 
in order to integrate and strengthen his allover position in world trade 
and world competition. 


CAPITAL AND SPECIAL RESERVE FUNDS, TAX DEFERMENTS 


The basic concept of the act requiring deposits for replacement and 
eranting tax deferment of funds so allocated should be preserved. 
The present provisions for capital-reserve and special-reserve funds 
<hould be merged to provide one fund, for simplicity and flexibility. 
Minimum requirements should be set up, similar to those at present. 
But there should be no maximum or ceiling on tax-deferred voluntary 
deposits from earnings so long as such deposits are definitely com- 
initted for use to new construction or major conversion or reconstruc- 
tion within a reasonable time. The Government should encourage the 
fullest and most expeditious use of such tax-deferred funds, with ade- 
quate safeguards to insure either tax assessment or ship replacement 
within a recognized and controllable period. 


GOVERNMENT BUILDING FOR PRIVATE CHARTERING 


In seeking to spur private initiative, we should not burn our bridges 
behind us, but should retain as standby measures the provisions of 
title VII of the act. This section of the law may be examined and 
studied for improvement, but it should not be deleted. It is enough 
to hope that as progress is made in other directions, the necessity for 
the use of these chartering provisions may become less and less as their 
functions are supplanted by private venture under a less restrictive 
vet of rules. 

PROHIBITIONS 


Title VIII is full of restrictions. Some of them may be needed as 
protection to the Government and the industry. Many of them are 
superfluous, extreme, archaic, and actually harmful to the best in- 
‘erests of both. The existence of unnecessary restrictive provisions 
influences and tempers the general administrative attitude. Removal 
x modification of such provisions will permit a broader and more lib- 
eral interpretation of the act as a whole. 

For example, section 803 prevents stevedoring, ship chandlery, ship 
repair, provisioning, ete., by any firm in which the subsidized operator 
or its officials, employees or their families have a financial interest, 
unless the profit from such services is returned to the operator and 
available for recapture. This is most unrealistic ‘and unfair. No 
matter how competitive and advantageous such services may be, even 
an insignificant financial interest may prevent their use. Where such 
costs are competitive, there should be no such discrimination. 
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As to those restrictions in section 804 against foreign-flag affiliations 
and in section 805 against domestic operations by subsidized vessels, 
we have no particular quarrel. If subsidy is granted for the purpose 
of offsetting foreign standards and to meet conditions beyond the 
realm of our domestic economy, then it is doubtless wise to retain, at 
least for the time being, the present rules in those areas 


CONCLUSION 


We stated before the Magnuson committee that we were prepared 
to accept the obligations and live within the framework of the present 
act. We are doing so. We are presently negotiating for the pur- 
chase of three Mariner vessels, We are the first and thus far the only 
operator to make formal application for the purchase of postwar 
American-built general cargo vessels. 

We believe that the Merchant Marine Act should be revised in the 
light of developments and the practical application of the act subse- 
quent to itsenactment. We believe it should be made more flexible and 
its benefit provisions made more readily accessible to American-flag 
operators. We believe the emphasis should be on the enabling fea- 
tures of the act rather than its prohibitory features. The basic 
principle of competitive parity with foreign-tlag competitors should 
not assume the semblance of a gratuity or dole, bound up with restric- 
tions which inure to the benefit of those very interests. Instead, give 
us a simple, clearcut system of differential aids coupled with suitable 
obligations and requirements. Give us an economic climate in which 
energetic and forward-looking operators can make a living, and then 
turn us loose with the inducement to do it. This is the way to fulfill 
the purposes and aims set forth in the policy provisions of the act 

Ours may be the only voice raised on some of these views but we 
do not believe we are the only ones who hold them. 

We appreciate the opportunity to have been heard here. Thank 
you. 

Mr. Touterson. That was a very fine statement, Mr. Brown. 

Mr. Auten. Could you summarize briefly what is likely to be the 
main differences between your views, as expressed, and the views of 
the majority of the subsidized lines? 

Mr. Brown. Well, I think that I can hit the high spots. Primarily, 
of course, we believe that the essential trade-route concept should be 
broadened. We do not quarrel with its establishment originally as a 
part of nucleus around which to build routes and services, but as I 
have tried to point out in my statement, it has outlived its usefulness 
in its narrow concept. It serves as a bulletin board right up there 
before the foreigners, and it should not be that way. You ought to 
be able to meet them coming around any corner. 

Mr. Suecitey. Will the gentleman vield right there? Will you be 

little more explicit about that for the benefit of those of us on the 
committee? Tell us what you mean. 

Mr. Brown. I think that Iean. Mind you, this may not sound to 
be terrifically burdensome, to have to report your schedules, get 
approval of your schedules, lay out your itineraries, and apply for 
permission for every change in the schedule, but if a sales vice presi- 
dent is sitting in Chicago getting ready to cook up a big deal and 
the Pacifie coast F Hebptedentetive of the NYK is the next fellow in the 
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anteroom and our sales president cannot make the same kind of com- 
mitment as the NYK man can, we cannot get the business. Our 
salesman cannot say the port that he has gotten or the areas involved 
and trade route 29. 

Mr. Suetiey. Let us nail that down. Under the present system 
of establishing a trade route you are required to serve just certain 
ports on a given route? 

Mr. Brown. Yes, substantially. We can make additional ports 
in that area and on that route, but we must get permission and clear- 
ance. In general, that is fairly automatic, but it is still permissive. 
You still have to watch your step before making any big commitments, 
and you cannot go off the route; you cannot extend beyond the limits 
of the route. 

Our route extends on down to French Indochina. If we have 
something that — l tie in for an extreme ly good oe gee ard voyage, 
where a diversion to Indonesia might accomplish it, we cannot do 
that. 

Mr. Suetxiey. That is what Iam coming to. The Pacific Far East 
Line has been granted an operating subsidy on a trade route to the 
Orient covering what an ¢ 

Mr. Brown. Japan, China, the Philippine Islands, and it extends 
on down to French Indochina. 

Mr. Sueviey. All right. You can only serve ports in those coun- 
tries that are in the document handed you by the Federal Maritime 
Administration as constituting the trade route ? 

Mr. Brown. That is right. 

Mr. Suetitey. I would gather the point you are trying to make is 
this: If an opportunity came to go down, for instance, to the Mal: ay 
Peninsula, Singapore or Java, Borneo, or to Rangoon, Bangkok—a 
2- or 3-day run—you cannot do it. 

Mr. Brown. It i somebody else’s trade route. 

Mr. Sueviry. Asa result, the Japanese and others are going in and 
picking up the business ¢ 

Mr. Brown. He gets there “firstest with the mostest” while we 

re trying to get permission for something that we may have devel 
oped. If we want to run an extra sailing and an unsubsidized sail- 
ing for some commitment that we wish to make, something that we 
have engendered ourselves, business that we have engendered our- 
selves, under the present concept, and not because anybody wants to 
hurt us, but under the present concept of administrative procedure, 
and under General Order No. 58, which, incidentally, you people 
ought to read—lI wish I had a copy of it with me—we must, in order 
to run that extra unsubsidized sailing with its earnings fully subject 
to recapture along with our subsidized sailing, we must first apply 
for permission from the Maritime Commission. That is bad enough 
because there are your mechanical delays that may cost you the busi- 
ness. But we do not get clearance from the Maritime Commission. 
They come back and say, “You will have to talk to your competitors 
and get clearance from your competitors. 

Mr. Suettey. What competitors would they mean? 

Mr. Brown? Pacific Transport, American President Lines, and 
possibly others. We must have their concurrence in order to run an 
extra unsubsidized sailing, even though it is subject to recapture. 
That is in line with the protective concept of not paying differentials 
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to one line to compete with another line, yet the route has been triple 
tracked. We are supposed to be put on a parity with the foreigner, 
so while we are trying to get the clearance the foreigner comes in 
and gets the clearance. 

Mr. Sueitey. Ly triple tracked, you mean what ? 

Mr. Brown. Three on that route. 

Mr. SHectey. American flag runs on that route? 

Mr. Brown. Yes. That isan example. I can catalog examples and 
get examples. I did not try to document them because I did not 
want to make this a bill of complaint. I wanted to present a view- 
point, but there are many, many examples like that. 

Mr. AuLen. Before you leave that point, would you give us some 
statement as to how, if 1t would be so, an operation such as you suggest 
would be prevented from being overtonnaged by ships which the 
Government has provdied on a construction subsidy ? 

Mr. Brown. Well, we could discuss that for quite a while. To try to 
be brief, I would say that since the objective is parity with foreigners, 
it would cause me, if 1 were in the Government, no greater concern 
to see extra American ships going in, even though subsidies were 
being paid, or it would cause me less concern than to see those routes 
filling up with foreign ships such as we see in this issue I have of 
Susiness Week. It says: “A new ship of the Mitsui, the new great 
freighter Asashio Maru.” There is a big spread in Business Week- 
Japanese sailings to west coast markets. I would worry more about 
that than I would 1 or 2 extra subsidized voyages of jn cereal ship- 
ping running against one another. If the route gets overtonnaged one 
will get off of it. If the Americans are working together to achieve 
parity, maybe some of the Japanese, or the Norwegians, will get off 
the routes, particularly in their cross trade. 

Mr. ALLEN. Some cargoes may move seasonally. I do not know 
what they are. 

Mr. Brown. There is some that moves like that. 

Mr. ALLEN. Suppose that coconuts are moving out of the Philip- 
pine Isles during the month of August, and suppose you are committed 
to run into the Philippines on 20 sailings a year, and you are relying 
on that cargo to some extent to cover the sailings that are in the off 
season. Would you have any objection to seeing an American export- 
ing company from the east coast in the lush months going over there 
to the Philippine Islands? 

Mr. Brown. I cannot claim that we would like it, Mr. Allen. That 
would sound a little hypocritical, but if we could sell this concept, 
we would live with it. We would take our chances., We took our 
chances on a route that was subsidized and came out ahead and 
unsubsidized to the point that a few years after starting our operations 
they were carrying 30 percent against our 25 percent. That is how 
we got our subsidy, showing that we could do our job. We will take 
our chances on it. We would interpose no objection if there were an 
equality of opportunity. 

Mr. Auten. What I am trying to get clear in my own mind is where 
the Government is protected on its side in its endeavor to pay a certain 
amount of money to get sailing all over the world on a uniform basis 
and have them supported, and under your concept it would seem to 
me the ships could run to wherever the trade was and slight the other 
trade. 
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Mr. Brown. Only, as I said, after a contractual obligation to main- 
tain a responsible adequate service in the area originally contemplated. 
We might have a couple of extra ships which at one time would be 
required to take that seasonal peak. We would not take all the ships 
off and go to try to get somebody else’s high seasonal peak. We might 
want to cut back to what would take care of the volume adequately 
in the off season, and we have ships on our hands. Should they be 
tied up while the Japs and the Norwegians and Danes go into these 
other trades that you cannot control, or should we be permitted the 
same opportunity that the foreigners have to run alongside our Ameri- 
can colleagues ? 

Mr. Arten. If you were taking the trade from the foreigners, I take 
it that you would not be primarily interested in taking it from your 
American competitors ¢ 

Mr. Brown. I think that is right. I think the two of us should 
combine to cut out the foreigners in the cross trade. Let me put it 
this way: If we had a couple of extra ships and there was another 
direct trade, even though it was subsidized, in which we were operating 
regularly, or in which we had not previously been operating, and we 
thought we saw an opportunity because of the tonnage that was avail- 
able, or the marketing that was being done, to go into that direct trade, 
should we be prevented from going into that direct trade when the 
Japanese merchant marine will puta ship in there on a cross trade and 
the American on the route has no defense against that? If he has the 
ships and is in there, there would be no opportunity. 

Mr. Auxen. I take it that you would not want to overtonnage the 
unemployed ships. 

Mr. Brown. No. 

Mr. Mumma. Are you getting into the field of the tramp vessel 
there? 

Mr. Brown. Not with respect to our berth-line operations, or sched- 
uled operations. We are interested, however, in something that may 
be said to resemble part of the tramp program because we are inter- 
ested in bulk cargoes, and we are one of the few liner companies who 
have trade to take the low-paid cargoes and trade to stop the foreign 
competition at its first point of entry. It is historical that the for- 
eigners first come in for full shiploads at out-of-the-way terminals, 
and then they break it down to half loads and stacked half loads and 
packaged half loads and then they go after general cargo. 

When they first start the subsidized lines | pay no attention to them. 
They are interested in carrying fountain pens and automobiles. They 
are not interested in the low-pay cargoes. Our people are in the oil 
business and the bulk business, and we want to stay in it. We feel it 
is quite logical to integrate those services to some extent with your 
berth-liner service. We feel it is possible to have a type of schedule 
even for bulk services, considering long-term commitments, although 
you may not be able to set them up, str ietly speaking, on a trade-route 
prine iple because bulk commodities move here, there, and ever ywhere, 
and ships must move with them. We do not propose turning a berth- 
liner service into a tramp service. We propose the fullest kind of 
integration of all services that will meet the ability of the foreigners 
to do that very thing. 

Mr. Mumma. Will the percentage leeway in your tonnage help any ? 
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Mr. Brown. With respect to the trade in general, I think that it 
would vary a great deal with varied trades. In our own case we have 
used private charters to a considerable extent and have gone where 
opportunity y has permitted. Last year about this time, we were operat- 
ing about 55 ships. We took our subsidy contract, and the restrictions 
that go with it, and we are now operating 28. The subsidy is sup- 
posed to expand and strengthen the American merchant marine. 

Mr. Mumma. Was there any particular type of carge that caused 
that 

Mr. Brown. I do not blame that all on the subsidy restrictions. 
Part of it was because of the cutback in general-agency vessels, and 
part, of course, cargo movement, but it is nevertheless true were it 
not for the subsidy restrictions we would be operating 7 or 8 addi- 
tional vessels at least. 

Mr. Mumma. What is your attitude on wheat to Pakistan? Would 
you get any of that tonnage? 

Mr. Brown. From what I heard this morning I do not know 
whether we are going to get it or not. We would like to; yes. 

Mr. Mumma. Will we have to break out new vessels for that? 

Mr. Brown. I am not certain, Mr. Mumma, because frankly I am 
not a traflic expert and I am not too well posted on the exact matching 
of our fleet with cargo requirements. I think my field is that of 
spokesman for a viewpoint rather than a traflic viewpoint. 

Mr. Auten. Do you want to go to the other point? 

Mr. Brown. I had a reminder here to point out for you some of 
these things. I think another thing that bothers us is the complete 
separation of all the affilated industries from the maritime industry. 
[ touched upon that. I think we have demonstrated in the past that 
advantages accrue and strength is provided by some integration with 
other waterfront business. I realize the present restrictions stem from 
the alleged abuses in the past, but a minority interest in a stevedor- 
ing or terminal company, or a repair yard, might mean a great ad- 
vantage for an American company, and certainly I would not think 
it would permit of abuses. I think that is one of the differences. We 
just do not like the burdensome restriction of having to ask perm is- 
sion every time to turn around, We would like to scrap the restric 
tions and even increase the obligations and requirements, if you want, 
in order to make certain your contractor does his job. We > not 


oppose buildings or service obligations, but we do not like to have 
to run a steamship company with head offices in San Francisco shea Ing 
submerged by permissive requirements of an office here in Wash- 


ington, 

Mr. Auten. Does that pretty well cover your points of difference? 

Mr. Brown. I may not have recapped as well as I should. 

I feel we differ with the subsidized lines on what can be done in 
both services. I think that there is a major point of difference. 
We believe that it is not all hope ‘less to support a good fleet, a good 
sized fleet of specialized carriers. There are carriers of 20,000 and 
30,000 tons being built, specialized carriers, in Japan and Europe. 
Our ships are carrying 9,000 and 10,000 tons. That business is a main- 
stay. That is bread and butter business. We disagree completely 
with the subsidized lines in their opposition to aid for that type of 
service. 
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Mr. Atten. Could you summarize the list of restrictions that you 
would take off ? 

Mr. Brown. I would not like to attempt to catalog all at the mo- 
ment because I feel that here again we are speaking of a philosophy 
and T could mention some of them. But you cannot just flatly say to 
do away with this one. In one case it may need a counterpart. In 
another case ut may be deleted completely. I believe that sec tion 803 

should be gorfe through with a fine-tooth comb to see whether in 1953 
we need it, or whether we need some suggestions. I think the admin- 
istrative practices that have grown out of the concept of the act 
should be scrutinized by the Congress to see whether the intent of the 
act is being carried out. I think some of the bookkeeping ought to 
be ch: uged. Mr. Weichel, I think, mentioned during Mr. Murray’s 
testimony a point that struck home to me. We are charged with all 
the app ropri: itions in Maritime but we are not credited with any of 
the returns. For example, we are charged with all we got under the 
Ship Sales Act, all of the subsidy we got, but nowhere do we ever see 
a credit line for $29 million that we paid back in charter hire which 
would have paid in full for 7 reefer vessels and 18 high-speed Victory 
ships. We have paid that back to the Government and they still have 
the ships. You never hear anything like that mentioned in these 
committee hearings. 

The CHatrman. You say that the committee should scrutinize. 
The committee is here to listen to what you claim is wrong. If you 
are not going to tell us what is wrong, we are not going to go out and 
find it. 

Mr. Brown. I would like to tell you. 

The Carman. That is what these hearings are for. That is my 
understanding. It has been that way for a number of years. The 
committte is not supposed to find out what is in somebody’s mind. If 
you claim that administrative practices are wrong and that they 
should be changed by rigid law where you cannot move one way or 
the other, we will be gl: 1d to have a statement as to which should be 
rigid law instead of administrative practice. 

Mr. Brown. I would like to be completely responsive to what you 
are saying. I would like to be able to catalog them, verse, chapter, 
and line. I think that I could cover it. I have not gone into any 
research that would set up the legislative or the administrative lan- 
guage to offset some of them where you need protection and safe- 
guards, but I gave Mr. Shelley one example that I think is an excel- 
jent one, and that is the Maritime’s administrative order No. 58. 
There are five pages there. I do not question the sincerity of Mari- 
time. 1 criticize the system that calls for five pages of administrative 
gobbledygook that cannot tell you what we cannot do, but we cannot 
understand what we can do. 

The Crarrman. Maybe you should hire a lawyer. 

Mr. Brown. We have six of them. Maritime cannot tell you. By 
the time we get through hiring the lawyers and trying to get these 
interpret: tions, the foreigners. have arrived and sailed away with 
our business. 

The CuatrmMan. The only thing is this: You cannot make law in 
two-syllable words. There is a fineness of meaning that should be 
achieved and I have heard from the experiences of the last 10 or 15 
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years of the Maritime Commission that the operators have taken every 
advantage, not only of the one-syllable words, but the half-syllable 
words. They say that they can do everything except that which they 

are prohibited from doing, and that is what the *y have been doing over 
a period of years. You say that it should be more flexible. What do 
you mean? Do you mean that the law has not been flexible enough 
n the light of the experience of the expenditure of $21 billion to build 
and operate ships during World War II? The general result seems 
to be it has been so flexible that it does not > ave any rigidity at all. 
How much more flexible would you make it, and where would you 
make it flexible? Who should administer the flexibility, the operator 
or the Government ? 

Mr. Brown. I can respond to only a part of that. Our company 
was only formed in 1946, so I cannot speak from the experience of 
our company on some of these things that you have mentioned. As to 
the latter part of your question, I think I said a few moments ago 
that we would like to see the emphasis put on the enabling provisions 
of the act, a positive direction, a definitive type of ob ligation and dif- 
ferential, and the instructions and the inducements that take it and 
go out and make a living. 

The CratrmMan. Those are nice generalities. We have had that 
before the Congress for a great many years. You have an act that 
was enacted in 1936 and has been in operation ever since, has gone 
through World War II and through this Korean war, and you say 
that it should be more flexible. In one place it should be something 
else. What should be done? That is what the hearings are trying 
to develop. You say it should be more flexible. How should it be 
more flexible? Should the operators just be given some money so 
that they can do what they want? Then you say that there should be 
no prohibitions. 

Mr. Brown. No. I tried to make some positive suggestions. 

The Carman, I am not talking about some. This law has been 
in force for a great many years. 

Mr. Brown. I think that it would be presumptious on my part to 
try to rewrite the Merchant Marine Act. 

The Cuarrman. That is what you are asking us to do, to rewrite it 
on some kind of basis. Without testimony, I do not know how we 
can do it. 

Mr. Brown. I would be happy to offer the services of competent 
counsel to collaborate with anyone you say. 

The CuHarrMaAn. You are coming in here and making a statement 
about the Maritime Commission’s administrative practices and that 
you want them changed. Do you want them made into rigid law so 
that they cannot do this or that? 

Mr. Brown. No. I want to see more “can do’s” and fewer “can- 
not do’s.” 

The CuarrmMan. You have to have somebody to administer the law. 

Mr. Brown. That is granted. 

The Cuarrman. You cannot let the operator administer the law. 

Mr. Brown. Some parts the operator is better qualified to admin- 
ister. 

The Cuarrman. It seems to me that operators have been adminis- 
tering the law since 1940, if you look at the Treasury side of the books. 

Mr. Brown. I cannot speak for the other operators. 
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The Cuarrman. You have just gotten into it lately ¢ 

Mr. Brown. I think that we have done a reasonably good job. I 
pointed out that we have made a nice return to the Government for 
our pompee 

The Cuarrman. When you talk about returns, that always amuses 
me. The taxpayers have built and paid for the ships and no one 
bought them at their cost price. They bought them at the floor. 

Mr. Brown. Yes. 

Tne Cuatrman. And they were worth more than the floor. 

Now somebody who did not even buy them at that price went out 
and rented them, so to speak, and made enough money to buy them. 
That was not doing the Government any favor. I think it was doing 
the person who had the opportunity a great favor. 

Mr. Brown. We did not do that. The minute that we were or- 
ganized in 1946 we put up an obligation of $5,167,700, and less than 
5 years later, by retaining earnings, we made a further obligation of 
$2,052,000 for a total obligation for ship purchases of $8 million. 

The Cuamrman. You made it out of so-called regular Government 
shi 

Mr. Brown. We made it out of commercial ships and Government 
operations, hauling Government cargoes. We were lucky. We had 
the bread and butter account. 

The Cuarrman. The Government did you a favor. Then you did 
not do the Government a favor. 

Mr. Brown. It is my position that they should do a favor instead 
of doing a favor for the Japanese lines. 

The Cuarrman. Somebody ought to do some favors for the tax 
payers. 

Mr. Brown. We then continued to operate those ships, the reefer 
ships, for the account of the military, and we paid back to the Gov- 
ernment $29 million, which would have bought 7 reefers and 18 ships, 
and the Government still got the ships. I do not think that is bad. 

The CHarman. You did not buy any, in the first place. 

Mr. Brown. We did. We bought five ships the day we started busi- 
ness. 

The Cuatrman. I am talking objectively, not with reference to you 
alone. They bought them for a third of the cost, and those who did 
not buy them chartered them and the charters were cheap enough so 
that they were able to make enough money to buy them. That was 
doing them a good favor. 

Mr. Brown. I cannot argue with you about the advantages and 
disadvantages that accrued to the other lines. I have been in this 
business for 30 years. I know nothing else. I started out as an 
office boy. I have been trying to make my living in it for 30 years. 
he only thing I know is the viewpoint which I have expressed which 
stems from that experience in the operations and the policies of our 
company. I think that they represent a contribution in a positive 
way of ideas that would improve the law, its administration, and its 
nterpretation. 

The Cuarrman. Certainly the operators have been very, very well 
treated by the Government with reference to war-built ships, not only 
n getting them for a third of the cost, but those who could not put 
up a third of the cost chartered them and made enough money to buy 
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some of them. Now, they are worth more than that, so I do not think 
the Government Cuan badly. 

Mr. Brown. I do not think they were treated especially well. You 
sold the ships to the foreigners and that was at exactly the same 
price. Where do we get the big break? 

The CuairMan. You got them for a third of the cost. 

Mr. Brown. What they were worth in the world market. 

The CHarrMAn. Some of the members of the committee helped to 
write this act. The American buyer had all the choices first, and 
when he did not want to buy, the Maritime Commission could sell them 
foreign if they saw fit. I guess they sold some, 

Mr. Brown. You put the price on them. 

The Cuamman. The floor price. 

Mr, Brown. I would never pay anything above the floor price if I 
could get it for the floor price. I do not know about the others. 

The Coneress. Congress said that was the lowest that they could 
sell them at. That was not a mandate that they should not get what 
they were worth. 

Mr. Brown. I suppose that we had a few good bargainers. If I 
had had the money I would have bought some myself. 

Mr. Bonner. You have been in the business for 30 years. I want 
to ask you whether or not the American merchant marine is in a 
healthier condition at the present time than it was at the time of the 
writing of the 1936 act. 

Mr. Brown. I think so. 

Mr. Bonner. Then that act has produced some results ? 

Mr. Brown. The act has produced some results. 

Mr. Bonner. That is what we are trying to get at. 

Mr. Brown. I think so. However, Mr. Bonner, I would like to 
enlarge on that just a bit. I think that we are facing a situation, 
perhaps because of different circumstances and for different reasons, 
that is not too far different from what we faced when we enacted the 
1936 act. We are on the downcurve again. When I first went to 
work it was right after the First World War, and you will recall that 
we had those 353’s, and the Hog Islanders, and the 502’s, and we sold 
them cheap, and we put the mail contracts in, and we started to hit 
bottom, and we started with the 1936 act and we started up. It has 
worked, but not well enough to give the security, the strength, the 
expansion you require to hold your own. How many people have 
bought American-built freighters since World War Il? Nobody. We 
are the first operators to come in and say that we want them. People 
tell us that we are crazy to do it. 

Mr. Bonner. You agree that since 1936 it has been better. 

Mr. Brown. Yes. 

Mr. Bonner. You come in and point out the fallacies, or the weak 
nesses in the 1936 act as they exist today. 

Mr. Brown. As they appear to us, yes. 

Mr. Bonner. When we started these hearings we were hearing the 
proposals by the tramp operators. On page 7 of your statement, in 
furtherance of this viewpoint, you favor the extension of operation 
differentials to carriers of bulk cargo, and you enumerate them. That 
is the tramp operator? 

Mr. Brown. Substantially. 
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Mr. Bonner. That is the tramp business ? 

Mr. Brown. Yes. 

Mr. Bonner. I asked the proponents of the proposal what they 
would do. They were quite different from you in your views. They 
do not want to subscribe to any of the requirements of existing sub- 
sidy law, yet they want a subsidy. Your company is not altoge ther 
a tramp operator. 

Mr. Brown. On the contrary. 

Mr. Bonner. You are stating here what you would be willing to 
do. They do not want what you propose. They are the majority of 
the operators in that field. 

If we did put your proposal into effect, I wonder if it would not 
work both way: 

Mr. Brown. I do not believe so, nor do my people. I must admit 
that the point could be argued in both directions. 

Mr. Bonner. Would that not put us back where we were at the 
time of the 1936 act? 

Mr. Brown. I think not. 

Mr. Bonner. Was that not the condition then? 

Mr. Brown. I think not. 

Mr. Bonner. That was the condition then. 

Mr. Hart is an old member of this committee, and I have asked him 
that question, and he says that surely was the condition. That was 
his answer. Iam just as anxious to improve this act and to strengthen 
our American merchant marine as you or anyone, but not for an 
individual operator but for the whole American merchant marine. 
That is why I want to get down to the basic fundamental discussion. 

Mr. Brown. I would like to respond to that in a fashion. I agree. 
I concede that the point is argumentative. I believe from what I 
have seen, and our people believe from their accumulated years of 
pa that those fears are groundless if you consider that they 
offer an alternative to the present system where we have the floor put 
sadew us, but at the same time you put a ceiling over us. You keep 
off a little rain, but you do not let us go anywhere. If the American 
aggressive and enterprising operators should run into one another, 
they w . make out all right, if they are playing according to the basic 
rules of American nuaay, I do not see any trouble between the 
two. 

Mr. Bonner. Were you objecting because you were not permitted 
to go bevond your furthest point ¢ 

Mr. Brown. Yes. We think that that is an unrealistic restriction. 
We think that hampers American flag expansion. AII of these things 
are presented in the light of what we think can be done with the 
American merchant marine. We are prepared to live within the 
framework ourselves. 

Mr. Bonner. If you go beyond your distance, the most distant point 
in the Far East, do you then run into a subsidized operator under the 
American flag? 

Mr. Brown. Under the case that I gave Mr. Shelley, I think that 
we would. 

Mr. Bonner. So you are over in another stabilized field that the 
Merchant Marine Act of 1936 is contributing to? 
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Mr. Brown. I concede that. My point is that it has been stabilized 
at something far short of optimum performance and accomplishment 
that could be expected under the act. 

The CHatrrMan. With reference to the administration of the act, 
the things that you are talking about are not matters of law. It is 
with reference to people who administer the act. Different people 
might administer it differently. 

Mr. Brown. That may be, Mr. Weichel, except that I feel the people 
who are administering the act are acting in good faith and with ex 
cellent fidelity to their job. They are doing what they think the Con- 
eress wrote out for them to do. 

Mr. Wercuet. The matter of administration is something within the 
judgment of the people who are administering. 

Mr. Brown. To a degree. 

The CuarrMan. Where have they violated existing law ? 

Mr. Brown. I do not say that they have. I think that they have 
been very faithful in trying to apply it. I think the system needs 
overhauling. 

The CuHArrman, That isa general statement. 

Mr. Brown. Yes. 

The CHarrmMan. What is wrong with the existing law? You are 
talking about regulations and administrative orders. 

Mr. Brown. I think that I mentioned some of the things that are 
wrong. 

The CHarrman. You are talking about the administration of the 
law. 

Mr. Brown. I referred to certain sections of the law which I would 
like to see amended, or deleted. 

The Caarrman. What is wrong about the sections that you are talk 
ing about ? 

Mr. Brown. For one thing, if you want a criticism of the law 

The Cuatrman. I want to know what you say is wrong with the law. 

Mr. Brown. I do not think that the Secretary of Commerce ought 
to draw a map for us to operate under. I think that we ought to be 
charged with the right, and the duty, to draw our own map and change 
it Tuesday morning if we need to change it, and then change it back 
Friday. That is in the law. That is not the administration. That is 
in the law. 

The Cuamman. What else? What other change in the law would 
you make? 

Mr. Bonner. Do you mean for the individual operator? 

Mr. Brown. I mean in the trade route concept. 

Mr. Bonner. The individual operator should be permittted to do 
that / 

Mr. Brown. I think that the individual operator should be charged 
with the responsibility for drawing his own map of where he will 
call, what he will do in the area for which he has contracted. 

The Cuarmman. The Government is paying this operating subsidy 
and the interests of the Government must be protected so you will 
do what it wants. 

Mr. Brown. Yes, and I want it to want us to do something different, 
something better. 
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The Cuatrman. You want the Government to pay you to do what 
you want to do, just the opposite ? 

Mr. Brown. You want the Government to put forth a program 
that will be an inducement to expanding American services instead 
of being a limit on how far they can go. 

The Cuarrman. That is a general statement. Right now the Gov- 
ernment 1S paving you anh oper iting subsidy to do what it deems 
desirable for the American merchant marine. You would change 
that. You would do what you deem desirable for a good merchant 
marine and the Government would pay you. That is a complete 
reversal, 

Mr. Brown. Not quite. I would do what the Government wants 
us to do, and more. I will perform the minimum services, or what- 
ever responsible functions they want me to perform. I will build 
the ships we agree to build when we write the contract, and they can 
tell me what service they want, and I will say I will do that, but stop 
me from doing more. 

Mr. Dorn. Instead of having a definite track, the subsidized com- 
panies should have a definite area and operate in a definite area? 

Mr. Brown. A broad geographical area; yes. 

Mr. Dorn. With reference to your own subs idy, how would you 
change your track; how would you define the area ‘ 

Mr. Brown. I wish I had my traffic manager with me to try to 
explain. I would say that the example I gave to Mr. Shelley would 
be one, where we reach the end of our route, No. 29, but out there 
there is still a broad geographical area that can very readily be inte- 
grated with the terminal part of our route. 

Mr. Dorn. And keep you from being in competition with other 
(merican lines 4 

Mr. Brown. No. It might enable us to meet the foreigner. I do 

ot contemplate a system whereby you could just willy-nilly pull your 
hips on and off your routes. Iam talking about permitting freedom 
of enterprise to expand your market in the same way other American 
industries are permitted to do it. I see this as an area where there 
is no end of the line. It is not like a railroad. It does not run from 
one post to the other. There is no end of the line out in the ocean. 
When you get to Pengang, it is only a jump to Indonesia and Java. 
It is just as unrealistic to say that because you have another track 
that is running from Seattle or San Francisco to Java we bave to 
stop at Pengang if it means the results of that restriction will be to 
put two additional foreign lines in business and not provide any more 
American service. That is what is happening. 

The Cuarrman. You want to be the judge instead of the Maritime 
Board. 

Mr. Brown. Yes. 

The Cuamman. What other change in the law would you suggest? 
a iat was a definite change in the law. What is another change in 

he law ? 

Mr. Brown. I would like to see, as I pointed out in my formal 
statement, a clear expression in the provisions for a construction dif- 
ferential so that when the operator is told to build a commercial ship 
the Government will not veto it. If the Government wants to add to 

it will be the Government’s responsibility to add, but not subtract. 
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The CuatrMan. That is a general statement. You made a definite 
statement when you said that the Secretary of Commerce should do 
this and should not do that. 

Mr. Brown. I do not know how to phrase it any better than I put 
it in my statement. 

The Cuarrman. What is the change in the law, in your own words? 
You know what the law is now? 

Mr. brown. Under the present setup, although I cannot refer to 
the exact clause, I think that the law gives the Government the right 
to tell us how those ships shall be built when there is a construction 
differential being paid on them. When the operator puts in his 65 to 
70 percent, he can have what he darned well wants for his commercial 
usage and the Government should have nothing whatever to say about 
how that man shall meet his obligations commercially, with commer 
cial facilities, but should only concern itself with the expansion, speed, 
size, or vessels for national defense. 

The CHarrman. That is the same content as before. The Govern- 
ment should pay you the money and you should determine how you 
want to build it. 

Mr. Brown. Yes, the commercial part of it. 

Mr. Harr. Would there be any limitation on the expense of con 
struction ¢ 

Mr. Brown. I was trying to tie that in with a program which would 
encourage private financing, and I think your bankers would be pretty 
much a limitation on that if the Government were not. If the Gov- 
ernment is going to be the financier of this thing, naturally they are 
going to have more strings than they would or should have under 
private financing. ‘To the extent that you are able to finance privately, 
I think that the Government’s right to audit in the Government 
Accounting Office would protect them against an excess award of a 
construction differential. I would hope something that Mr. Murray 
would arise by that time where we would have a definitive type of 
construction differential so that we would know where we were headed. 

Mr. Harr. What advantage would it be to you to have private 
bankers supervising the construction rather than the Government 
experts? 

Mr. Brown. I would not let the private financiers supervise. 

Mr. Harr. They would be determining the limitations so far as 
financial requirements are concerned. 

Mr. Brown. I thought you meant the size of the investment, the 
amount of total money involved in investment. Certainly, any 
prudent businessman who went in to finance to the bank or the Gov- 
ernment would have to show that he could do business, or had some- 
thing that would warrant that type of investment, or he would not get 
his financing. 

Mr. Hart. He would have to show it to the private bankers who 
were not necessarily experts in this business, not nearly so much as 
governmental authorities who have been controlling it for 20 years 
or more. 

Mr. Brown. I think that isso. Somebody has to put up the funds. 
Someone has to rely on the ship operator’s judgment for the type of 
ship that he is going to build, unless he has the money in his own 
treasury which some of the larger companies have. We do not yet. 
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The CHairman. Those are two changes. What is another change 
in the law that you would make ! 

Mr. Brown. I made a statement in my formal presentation endors- 
ing the propos: il for changing the ship mortgage provision. I am not 
an expert in that field. 

The Cuamman. You mean in reference to the 1936 act. You have 
given us two now. What are other changes in the law that you would 
propose ¢ 

Mr. Brown. A change in the ship mortgage provision. 

The CuatrMAN. That is a minor thing. 

Mr. Brown. It is another one. 

The CuatrmMan. I mean a change in the law, not the regulations. 

Mr. Brown. Provide for accelerated depreciation. 

The CuHamrMan. That has been a question for years. 

Mr. Brown. It is not new. 

The Cuamman. What other change would you make? 

Mr. Brown. I believe you have me. I am running out of steam on 
exactly how to recommend these changes in the law. 

The CHatrman, I just want the suggested changes. 

Mr. Brown. As I said before, I have come here as a spokesman for 
a viewpoint. Iam not a qualified expert in any of these fields where 
the subsidized lines br: mange in their qualified experts. I think you 
had some excellent and well-organized testimony. I would be very 
happy, if the committee thought some of these points were valid for 
exploration, to offer the services of the experts we have in those fields, 
and I think they will stack up with any of the experts. 

The CuatkmMan. The changes have been going on for years. 

Mr. Brown. I have been watching them. 

The CuatrMan. Not only this year, but last year and the year before, 
and way back with reference to the changes in the law. So that is 
what we want to ask you about. Now you have mentioned two 
changes. If that is all, others have been suggested over a period of 
years. You are different in that respect. 

Mr. Brown. The things that I have said here would require more 
than two changes in the law. . would like, really, to be responsive 
and catalog them specifically. I did not anticipate that I would be 
expected to know the law, verse, line, and chapter just like that. 

The CuatrMan. All we ask for is a reference to the changes. 

Mr. Brown. I would like to see some of those restrictions in title 
VIII come out. 

The Cuarman. Changes in the statutory law, that is all that we 
are discussing now. 

Mr. Brown. Those are some of the changes. 

Mr. Auten. Can you have prepared and submitted to the com- 
mittee drafts of legislative language which will accomplish the ob- 
jectives you believe should be acc ‘omplished ¢ 

Mr. Brown. I would be very glad to do that. 

The Cuarrman. You can get them so that we can put them in the 
hearings / 

Mr. Brown. I will be glad to do that. 

The CHarrman. I will be glad if you do that, and do not wait 
around 6 months to put them in because I do not think we can wait 
that long to print the hearings. 
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Mr. Brown. You do not mean this afternoon ? 

The Cuarrman. No, 

Mr. Bonner. Mr. Brown has been quite an interesting witness. 

There is one thing that has always interested me. From your testi- 
mony, your company was formed in 1946, and you have been a suc- 
cessful operator, as an independent ae rator. 

Mr. Brown. Yes. 

Mr. Bonner. You wanted to come in under this subsidized act and 
then immediately you want changes made in the act. Was it because 
you saw the lucrative field that you were successful in diminishing? 

Mr. Brown. To a degree; yes. 

Mr. Bonner. You came in under the subsidized act then to become 
a permanent operator. 

Mr. Brown. Yes. 

Mr. Bonner. You saw benefits and security ? 

Mr. Brown. Security. We had our lush period after the war. It 
was the lush postwar trade. We thought we saw a chance to put 
together a combination deal that would take good care of the Govern- 
ment and good care of the commercial shippers, that we could buy 
and pay for some ships, charter some others, and start a good, modern, 
aggressive steamship company. We did. With the passage of 
une 

Mr. Bonner. You just got in under the act. 

Mr. Brown. We just started under subsidy January 1. When we 
will collect any, goodness knows. It may be 2 years. We had to get 
over a lawsuit a couple of months ago. We went through hearings. 

That is another change in the law. We went through hearings 
on our own route for 3 solid years after we pioneered the thing before 
we could get the contract, and when we got the contract we had to go 
through a lawsuit. 

Mr. Bonner. So the act as a whole, by your own actions is good ? 

Mr. Brown. The act isallright. The framework isthere. It needs 
overhauling. It is a 1936 model. 

The CHamMan. Just because it is a 1936 model is no sign it is no 
good. Everything that is old is not bad. 

Mr. Brown. No, sir. 

Mr. Bonner. In your opinion, you have desired to come in under 
it. You have proven to be a large operator, an independent operator. 
In your opinion, can indepe ndent oper ine etna 

Mr. Brown. I do not think so, not for long. I do not know what the 
period of years will be. We do not think we can see in the future 
any chance of continuing our growth, or perhaps even holding our 
own, unless we have that differential, that parity which would enable 
us to do through competitive position what we have heretofore been 
able to do by reason of a lush period. 

Mr. Bonner. You predict that existing independent operators must 
come under the act, or they will go out of business? 

Mr. Brown. That would be a very broad generalization, and I would 
not put it quite so broadly because there are so many who have other 
advantages. Some of them have affiliations. 

Mr. Bonner. That is the advantage that goes to an independent 
operator ? 

Mr. Brown. That is right. 
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Mr. Bonner. They must conform to certain regulations, and you 
do not want to accept it if you can do what you please on the other 
side ? 

Mr. Brown. That is right. Going back to your question, I would 
say that the completely independent operator who has nothing but 
a steamship company to operate will not too long survive without some 
form of subsidy aid. 

Mr. Bonner. He can go into the other operations as an agent to 
operating ships. 

Mr. Brown. Or, if he is lucky enough to have an industrial plant, 
be part of a trade area empire, he willsurvive. Your trade trans aiken: - 
tion company is just out of it unless he can meet his competetion. 

Mr. Bonner. You knew of all these restrictions and desired to come 
in under them? 

Mr. Brown. Yes, because we are just a transportation company and 
we could not get alo mg without the subsidy for any length of time. 

Mr. Bonner. And you came into an area where there were two 
other subsidized operators? 

Mr. Brown. We and another company came in where there was 
one. 

Mr. Bonner. So there are three of you? 

Mr. Brown. Yes. 

Mr. Bonner. Without the 1936 act the three of you could not live 
in that area? 

Mr. Brown. Well, I could give you an argument on that. We lived 
all right and then we caught up and passed our subsidized competi- 
tor. 

Mr. Bonner. He was required to do certain things during that time 
that you were not authorized to do? 

Mr. Brown. Because in my book we were better operators. You 
might also find that we got some of that business because we were not 
restricted. My point is perhaps he should not have been restricted 
either just because he had a subsidy. 

Mr. Bonner. Suppose that we abolish the 1936 act and leave you 
fellows. 

Mr. Brown. We would be out in the snow pretty soon. 

Mr. Bonner. So certainly then the 1936 act is good. 

Mr. Brown. The framework is there, but it needs something more 
than a coat of paint; it needs an overhaul. 

Mr. Harr. Are your views with respect to the operations of the 
ship mortgage provisions of the act identical with those expressed by 
Mr. Murray ? 

Mr. Brown. I would say substantially yes, although I do not want 
to try to interpret Mr. Murray’s views, as I understand them. He had 
not quite completed his studies on this whole situation. In that field, 
I am strictly an amateur. I believe we endorse just what he said. 

Mr. Ariten. With regard to this lush period that you spoke of, one 
of the phases of Iushness there was no Japanese competition ? 

Mr. Brown. That is right. They were still buying the Liberties that 
we got at such a wonderful price. They were preparing to get them 
and getting them into operation and had not started their building 
program, 

Mr. Auten. And that is changing now? 

Mr. Brown. Substantially. 
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Mr. Suextey. I notice on the last page of your prepared statement 
that you make reference to the first paragraph—that you are presently 
negotiating for the purchase of three Mariner vessels. When I in 
quired earlier, you said that you would refer to the limitations on type 
of construction, and yet all you do is just make mention that you are 
negotiating for the purchase of three Mariners. 

Mr. Brown. It isa highly involved thing and I can only highlight 
it. One of our people is well posted and he just arrived this morning. 
If you want to get further information, I can get him up here before 
the committee, or anyone else. 

Briefly, it is something like this. We want those Mariners. I think 
it has been testified here previously, I think it is common knowledge, 
there is no great demand for them by the commercial operators. Vari- 
ous criticisms have been offered. We believe in them provided that 
we can modify them to meet all of the commercial requirements of the 
route. We think that we can use the size and speed and the fast turn- 
around and make a living with them. We think that we are good 
enough to do it. In trying to arrive at these modifications, as I said 
before, we are getting good attention, but some of the features that we 
know in our own minds and hearts are essential to the success of these 
ships are being questioned under the interpretations springing from 
the basic legislation of the administrative responsibility to the extent 
that we have been flatly told, for example, that 90,000 feet or reefer 
space is extravagant and we should put in only 60,000. I defy any- 
body to tell the president and the vice president and the traffic man 
ager of our company anything about reefer traffic in the Paerfic 
Ocean. We are being tok i that by people who are 3,000 miles away, 
and my point is not criticism of those people. They are following 
their lights. I am not complaining of the individuals. The respon- 
sibility should not attach to them. 

Quite a different responsibility should attach. The responsibility 
should attach to us to make sure that we are doing the things that 
will take care of us for the years to come. We can foresee this. He 
says that we should only t: ake 60,000 feet. The -y want to tell us how 
we should rig the ship, but we are the people who have to operate it 
and get the crew and pay the operating expenses. They want to re- 
strict us in terms of some new ingenious bulk unloaders. They use 
the argument against us, as I understand it—and I hope that I am ac- 
curate—that is pretty new and untried. I do not see how we can sub- 
sidize that. We are willing to put our share in, our 60 or 70 percent. 
Then they say that is going to call for cheap cargoes, and that 1s going 
to reduce the revenues. What they do not say or seem to realize is 
that we may come home with a hé lf load anyway. They say that it is 
going to be a low-class cargo. They do not seem to realize that we can 
dump it in with high cargo on the way home. Because it is new and 
untried they are skeptical and they feel in following the rules that 
they have to go by they have to hold us down on those things. We 
have made all the exploration necessary to convince us. We are 
putting our money on the line. We are committing ourselves for 
something in excess of $15 million. I guess that is not a very im- 
pressive figure here in Washington, but in San Francisco it sounds 
like a lot of money. 

The Cuarrman. You talk very glibly. One would think that you 
are putting in all the money. The ts ixpayers’ money is going into it. 
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Mr. Brown. Not the $15 million. We are putting in $15 million 
of our own. 

The Crarman. Surely, but if you were spending all your own 
money there is no law telling you how you could spend it. But there 
is some law telling you how you should spend the Government’s money 
if you want it. 

Mr. Brown. The only way that I can respond is that we are trying 
to give you more for your money, and your Govenment will not let us. 

The Cuairman. That is a matter of opinion, as to whether the tax- 
payers are getting more for their money. If you were spending just 
your own money there would be no restrictions. 

Mr. Brown. That is right 

The Carman. But there are some restrictions when you spend 
the tax apeye rs’ mone yj. 

Mr. Brown. That is right. 

The Cuamman. And you do not agree with the people who are 
administering the act. 

Mr. Suetiey. As a matter of fact, as an indication that there is 
something to what has been said, no private American ship operator, 
or no American ship operator, has come forth and built any type of 
vessel. 

Mr. Brown. That is what I wanted to say to Mr. Weichel. I did 
not want to appear to be argumentative. He can say we can spend 
our money, but who is doing it? Who has offered to do it, even with 
the aid, other than the Pacific Far East Line? 

The Cuamman. With reference to the Mariner, that is supposed 
to be a delightful ship with the speed that everybody wanted. Now 
they are built and cost money and nobody wants them, unless they can 
get them for nothing. 

Mr. Brown. Except the Pacific Far East Line. We want them. 

The Cuairman. You have not said at what price yet. 

Mr. Brown. We will take the ships with the construction differ- 
ential that you people, the Congress, authorized in the Merchant 
Marine Act. 

The Cratrman. Why do you not buy them? You can buy them that 
way now ? 

Mr. Brown. We are. 

The Cuatrman. All this talk in the Maritime Board about the 
fact that the Congress should reduce the price, you do not need that 
reduced price then? 

Mr. Brown. We did not ask for a reduced price. 

Mr. Suetiey. They have some of those vessels on which construc- 
tion has just started. They are not alone in the field. Other steam- 
ship companies have made the same application, to make certain 
modifications in the set design that the Maritime Commision has, so 
that these vessels can be built to meet the needs of the trade in which 
they are to be used by the operator, and those needs can be built into 
those vessels instead of them buying it and then spending millions of 
dollars in tearing them down and rebuilding them. 

The Cuarrman. The Maritime Board say they cannot sell them 
cheap enough so the commercial operators will buy them. 

Mr. Brown. We will buy them. 
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Mr. Suettry. The reason that they have hesitated is because they 
feel in all runs they have excessive speed, or that the speed is in excess 
of what they require, and that they will be costly. 

The CuarMan. That is a matter of opinion. 

Mr. Brown. We have offered to buy them and we have offered to 
pend another $1 million to fix them up. 

The Cuatrman. I am glad to know that you are the first one who 
has mentioned this lush period. That was delightful to hear, the lush 
period. 

Mr. Brown. You have it in the record so why should you duck it. 
It is in the record. 

The CratrmMan. There should be more plans for another lush 
period, I take it. 

Mr. Brown. That would be the day. 

Mr. Ray. I was interested in one answer that you made in reply to 
Mr. Hart. You said that the 1936 act served a useful purpose, but 
had sort of crossed over the hump and that the merchant marine now 
is on the downgrade. 

Mr. Brown. Yes. I mean it looks to me like the curve is going off. 

Nobody is building; nobody is doing much. 

Mr. Ray. What did you have in mind when you said it was drop- 
ping off? What else did you have in mind ¢ 

Mr. Brown. What I had in mind more than anything else was there 
does not seem to be any American building program, or service obli- 
gation being undertaken for new ships and fast freighters, combina- 
tion freighters and faster ships, or specialized bulk carriers, I see no 
evidence of it, and yet the Japanese lines reaching San Francisco are 
coming in with these brand-new ships. We are not doing anything to 
meet it. We have done some fine things under the 1936 act. You have 
some blue-ribbon ships, the United States, the Constitution, and the 
/ndependence, and others. Those are specialized things. That is not 
the backbone. That is not going to take care of your bread and butter 
volume trade from here on out in the American-flag vessels. You 
have the 35 Mariners, but no one wants to buy them. It is going to 
be a Government operation. We can take 3 off your hands at the 
present time and that is about as much of « load as we can stand. 

Mr. Ray. It is the lack of an adequate ship replacement program ? 

Mr. Brown. Yes; and they will not be built or replaced, Mr. Ray, 
under a system as restrictive as we have today. The proof of the pud- 
ding is in the eating. 

Mr. Ray. I noticed in this morning’s paper that Admiral Wilson 
testified before the committee in the Senate that 214 new units are 
urgently needed. He asked for more passenger vessels converted to 
troop carriers and faster tankers. Is that in line with your thinking? 

Mr. Brown. Exactly. I have not said anything about tankers. I 
believe that the tanker people are big enough to take care of them- 
selves. There again some day we will have to make up our minds on 
the national policy whether we want the tankers to be built in Amer- 
ican yards and operated by American crews and under true American- 
flag control, or accept the half loaf that you now have where they are 
being built by American companies in foreign yards with so-c ‘alled 
effective American control. Make up your minds whether you want 
them, and where you can get the money to provide the differential that 
will bring them in. 
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As Secretary Murray said, there is nothing unpatriotic about going 
out to meet your compe tition outside your country if you cannot do it 
inside. 

The Cuatrman. The Secretary has indicated that they are having 
ome studies and invest igations of their own with reference to all of 
this testimony. Something may be resolved. It is the continual re- 
hashing of the same kind of problem. Everybody talks about an ade- 
quate merchant marine to carry American commerce, and everybody 
talks about security. The security angle is one reason for subsidizing. 
‘The testimony has always been that the American importers or the 
(American exporters will use whoever can haul it the cheapest. The 
Government of the United States, in giving foreign aid, give it to the 
foreign ships, _ when the Congress passed a statute that at least 50 
percent should be hauled in American bottoms, the Chief Adminis- 
trator of Foreign Aid came before the committee and said that he did 
not feel that it was mandatory. It comes back to the same thing, who 
wants the American merchant marine. It would certainly be cheering 
to have somebody come in and say that he was going to use it, even our 
own Government. 

Mr. Brown. I would like, at the risk of imposing on your patience, 
io respond to that in just a couple of words. I have heard you say 
that before. I have wanted to respond. 

First of all, let me challenge your statement with all respect that 
nobody is interested in the American merchant marine except the 
operators. Give me the time and I will go out and round up some 
witnesses who will come in here and tell you what the merchant marine 
means to the economy, and what the contribution of the American 
ships is to the country in peacetime and the tax rolls and the business 
of the country, without regard to the subsidy. If you will give mea 
little more time I will find the suppliers, the ship ¢ handlers, who can 
tell you how half a billion is spent on the Pacific coast alone. 

The CHarrMan. I am talking about people who should be paying 
freight for hauling. 

Mr. Brown. Give me the chance and I will round out some shippers, 
and not necessarily chamber-of-commerce speeches. There will be 
some good ae data which will convince you that the American 
hippers today are becoming interested in American ships for the sta- 
bility and avs ilability they supply. ‘There is always a segment of 
\merican business that will buy 10 cents cheaper whenever they c can, 
but there is a greater segment of American business that believes in 
tability of markets, constancy of service, availability of vessels and of 
service, and honesty of treatment. Those people, as Mr. Pool said, do 
give you their loyalty once they nee that you will play the game and 
stick with them, fair weather or foul. The success of the American 
merchant marine is just that, covering your route in fair weather and 
foul, and winning through education and service the loyalty of the 
shipper groups. It can be done, and I can prove it by our books. 

The CuairMan. With reference to its being done, that is always for 
the future. 

Mr. Brown. It is being done. 

The Crairman. With reference to exports and imports, if they 
were hauled in American-flag ships you would not have to subsidize 
them. 
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Mr. Brown. Everybody doing their part, Mr. Weichel, we might 
ok forward to that day, but golly, it is awfully hard to educate the 
\merican shipper why he should not ship foreign, because, as you 
pointed out, we cannot educate the Congress why we should ship 
(merican. 

Che CuarrMan. The meeting will stand adjourned. 

(By direction of the chairman, the following was submitted for 
the record :) 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D. C., May 19, 19538. 
The Honorable ALvIn F. WEICHEL, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D. C. 

Ibean Mr. CHAIRMAN: The Chamber of Commerce of the United States favors 
the passage of the proposed bill to amend section 901 of the Merchant Marine 
Act of 1936, as amended, now the subject of hearings before your committee. 

The chamber believes that the Government should make maximum use of 
ommercial sea and air transport services to meet military and naval transport 
requirements, 

The proposed bill to amend section 901 would enact into statute a policy call- 
ing for the transportation of Government-controlled waterborne passengers and 
cargo on American privately owned vessels to the extent of the capacity and 
ability of such vessels to perform the services required at fair and reasonable 
rates and charges, and provided the carrying out of such a policy would not 

pair or threaten the national security. 

We believe that such a policy should be enacted into statute. 

We would appreciate it if this communication would be made a part of the 
printed record of your committee hearings. 

Cordially yours, 
CLARENCE R. MILEs. 


PATA SUPPORTING STATEMENT OF GEORGE W. MORGAN, PRESIDENT, 
ASSOCIATION OF AMERICAN SHIPOWNERS 
{from Shipping Survey, September 1950] 


J ESSENTIAL TRADE Route CoNncept—Doers It STRENGTHEN OR WEAKEN THE 
MreRCHANT MARINE? 


The theory that the United States merchant marine can best be strengthened by 
conditioning Government subsidies on the maintenance of specified shipping serv 
ces by the subsidized lines on routes determined by the Maritime Commission to 
be essential to our foreign commerce is imbedded deeply in the Merchant Marine 
Act of 1936. In fact, that theory might be termed one of the cornerstones of the 
1936 act 

Some features of the act seem to have worked well and have escaped serious 
criticism. But the essential trade route concept, along with the chosen instru 
ment policy which seems to have grown out of it, have come under increasing 
criticism in the past 2 years. 

Operators of American tramp ships have proposed that construction aud operat 
ing subsidies be extended to their shipping service. In congressional hearings 
they have presented a large volume of testimony to support their claim (1) that 
it is impossible for American-flag ships to reach the goal of carrying 50 percent 
of our foreign trade without a tramp fleet, and (2) that American-flag tramps, 
lacking an ECA program or an international emergency, cannot compete with 
lower cost foreign tramps without a subsidy. 


CONGRESSIONAL AND EXECUTIVE CRITICISM 


Other witnesses before Senate and House subcommittees which held extensive 
hearings on various phases of the 1936 act also questioned the essential route 
concept and the chosen instrument policy which seems to grow out of it. The 
chosen instrument approach to subsidies was the target of an attack by Repre 
sentative Thomas of Texas on the House floor when he defended his “freeze” of 
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the number of vessels that might be subsidized. The assumption on which Rep- 
resentative Thomas ar.sued, rightly or wrongly, was that any additional vessels 
granted subsidies inevitably would be owned hy the 13 lines now receiving sub- 
sidies and not by any new operators. 

Secretary of Commerce Sawyer questioned the validity of the essential route 
concept even more directly in his report to the President last winter when he 
aid 

On the basis of the record under the Merchant Marine Act of 1936, there is 
serious question whether American-flag vessels are essential on any particular 
trade route as a means of fostering and promoting United States commerce and 
protecting it from discrimination Since there is a good case from a national 
defense standpoint for having a fairly large American fleet operating in the 
foreign trades generally, an important issue to be resolved is whether the present 
method of paying shipping subsidies should be altered with a view to enhancing 
the flexibility of steamship operations and placing American foreign trade steam- 
ship companies in a position of greater equality.” 

In view of these attacks, a critical examination of the origin, development, 
and results of the essential trade-route concept appears to be in order. 


HISTORY OF THE CONCEPT 


The « ntial trade te concept originated in the large Government-owned 
chant fleet after World 


In 1915 the Americal 





merchant marine aggregated 8.4 million gross tons, of 
which less than 1.9 million tons were employed in foreign trades. By 1920 our 
fleet had grown to 16.3 million gross tons, of which over 9.9 million were being 


operated in the foreign trades 

With no apparent stu of cargo movemenis, the United States Shipping Board 
pre ded to place the huge Government-owned fleet on particular trade routes. 
fhe Board first placed its vessels in trade routes which had been of major impor 
tance before the war because postwar traffic congestion was greatest on such 
routes and they offered the best opportunity for American-flag ships to gain a 
permanent foothold Then the Board established new services by placing ships 


on the trade routes the Germans had operated prior to the war. 

(Congress sanctioned the course, followed by the Shipping Board in section 7 
of the Merchant Marine Act, 1920, which authorized the establishment of such 
routes us the Board, in its judgment, found desirable for “the promotion, devel 
opment, expansion, and maintenance of our foreign commerce.” The Board also 
was directed “to determine the type, size, speed, and other requirements of the 
0 be employed upon such lines and the frequency and regularity of their 
sailings, with a view to furnishing adequate, regular, certain, and permanent 


By June 20, 1920, the Shipping Poard had established 209 berth services, 
including 7 wholly between foreign ports. These berth services generally desig- 
nated only one United States port, but otherwise a listing of them reads much 
like the essential trade routes established under the 1936 act. 

As might be expected, the ports and coastal areas served by these routes were 
most anxious to haey them maintained and exerted considerable pressure to 
that end. When the Shipping Board disposed of its fleet to private operators 
during the ensuing 15 years, this more or less haphazard trade-route pattern 
was preserved by sale contracts requiring restricted operation of the particular 
trade routes for a specified period of time. 


THE STATUTORY ORIGIN 


The language of the 1920 act concerning trade routes does not appear in the 
Merchant Marine Act, 1928, althouch it is largely repeated in the 1936 act. The 
1928 act directed the Postmaster General to designate routes for the carrying 
of the mails “distributed so as equitably to serve the Atlantic, Mexican Gulf, 
and Pacific coast ports, the volume of mail and commerce then moving over such 
routes, and the estimated volume thereof during the next 5 years.” 

The Solicitor of the Post Office Department told a congressional committee in 
1935 that “the ocean-mail contracts have been administered by people of the 
Post Office Department who had no knowledge, never have had, of the needs of 
commerce or whether or not the trade route was essential. * * *’ Result was 
that the routes established 8 years or more before were, for the most part, desig- 
nated as essential routes under the 1928 act. 
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Section 211 of the Merchant Marine Act, 1936, which directed the United 
States Maritime Commission to determine the essential services and routes to 
foreign markets repeats verbatim the essence of section 7 of the 1920 act. There 
is no discussion of section 211 either in the committee reports or congressional 
debate. 

However, the two modifying clauses added to section 211 indicate the drastic 
effect of rigid trade-route patterns on the finances of American steamship lines. 
One clause directs the Commission to consider “the probability that any such 
line cannot be maintained except at a heavy loss disproportionate to the benefit 
accruing to foreign trade. * * *” The second clause requires the Commission 
to act as a “prudent businessman” would in establishing trade routes. Con- 
gress clearly intended to avoid too rigid route requirements. 

However, instead of emphasizing these modifying clauses, the new Maritime 
Commission adopted the suggestion of the Kennedy report (Economic Survey of 
the American Merchant Marine, November 10, 1937) of “encouragement of the 
consolidation and merger of lines where economies, additional earnings, effi 
ciency, and flexibility of operations may result; also the elimination of profitless 
routes and changes in routes for the purpose of achieving better balance.” 

Where there had been 33 ocean-mail contractors in 1936, only 16 companies 
received temporary operating subsidy contracts in 1937. Four of the 16 failed to 
qualify for permanent contracts and the number of subsidized lines was reduced 
to 12. The Pacific-Argentine-Brazil Line, one of the 12, dropped out after a year 
or two and another line, Seas Shipping, was granted a subsidy. The 12 lines 
continued as the only subsidized operators until 1949, when the Pacific-Argentine- 
Brazil Line was again granted a subsidy, making 13 subsidized operators 
currently. 

The Commission has designated 31 essential routes, but 3 are split and with 
the round-the-world service, there are 35 routes in all. The 13 subsidized lines 
serve 28 of these routes, the 7 which have no subsidized service at present being 
routes 8, 11, 17, 23, 26A, 26B, and 28, 

From the beginning the subsidized lines have sought, with considerable suc- 
cess, to identify the chosen instrument doctrine with the essential trade route 
concept. As one of the subsidized operators put it recently: ““The essential trade 
route concept follows tbe traditional basic transportation policy of this nation 
of recognizing that undue and unnecessary competition between common carriers 
engenders economic waste.” 

To some extent, the chosen instrument idea is written into the 1936 act, section 
605 (c) of which requires that where a United States line is serving a given 
route, the Commission shall not grant a subsidy to an additional operator unless 
it finds that the existing United States flag service is inadequate. The legal 
construction of this requirement, however, is not entirely settled. But even if 
it develops that an unsubsidized shipowner applying for a subsidy does not have 
to show inadequacy in the existing service, it nevertheless would have to show 
that the granting of such a subsidy would not be “unduly prejudicial” to the 
existing subsidized competitor. Since all but 7 of the essential routes are now 
served by subsidized operators, on the other 28 a newcomer trying to break in 
faces immediately a formidable problem of proof. Of the 7 routes not served 
by subsidized operators now, only 2, routes 8 and 17, showed a substantial and 
growing volume of traffic in 1948. The other 5 all showed a minor and decreas- 
ing traffic. 





ADHERENCE TO CHOSEN INSTRUMENT THEORY 

The extent to which the Maritime Commission has gone along with the 13 
subsidized lines in identifying the essential route concept with the chosen instru- 
ment theory is shown also in the fact that on only 2 routes (routes 15A and 24) 
out of its 25 essential routes has the Commission granted operating different 
subsidies to 2 operators. 

The annual report of the Maritime Commission for 1986 and 1987 speaks of 
studies of the essential trade routes, as does the Kennedy report, but the actual 
subsidy contracts appear to have preceded the conclusion of the study. In large 
measure, the contractors under the 1936 act continued to operate on consolidated 
ocean-mail contract routes. The only practical result was the creation of a 
small group of privileged operators. 

The Trade Routes Subcommittee of the Commission's Postwar Planning Com 
mittee was first instructed to disregard all that had gone before in the way of 
established routes and services and to look at the problem from the ideal. This 
approach proved impractical. The subcommittee has to proceed from a bench 
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mark and chose the year 1938. With trade completely disrupted as a result of 
the war and reliable statistics unavailable since 1938, the subcommittee had 
only prewar data and its own informed guesses as to the probable level and 
distribution of postwar trade 

There has been no postwar study of essential trade routes, The May 1949 
report of the Maritime Commission is merely a reprint of the 1946 report incorpo- 
rating the intermediate administrative changes but no basic reevaluation has 
been made. 

With the reorganization of the Maritime Commission in May 1950, the Secre- 
tary of Commerce at first assigned to his own office the responsibility of deter- 
mining essential trade routes. However, a transition appears to be in process 
and much of the responsibility may be delegated to the Federal Maritime Board. 
At present no new work on the route pattern or theory is in process. 


THE CONCEPT IN THEORY AND PRACTICE 


The report of the Postwar Planning Committee of the Maritime Commission 
(June 15, 1946) describes an essential trade route as “a major channel through 
which trade flows” and a service as “the means provided for the transportation 
of that trade (fundamentally the vessels and the schedule on which they are 
run).” 

This is little more than a truism for, as the report itself notes, ships tend to 
follow cargo. All liner services, whether they be subsidized or not, operate on 
major trade channels and provide a service. 

However, the essential trade-route concept as crystallized in the practices of 
the Maritime Commission is something more. First it is a long-run prediction 
of the trade volume, trade composition, and foreign-flag competition to come. 
Second it is an attempt to prearrange a balanced service so that operations may 
be economical and profitable. 

As such this concept presupposes a stability of economic and political factors 
not found in recent years. As such it presupposes that the public interest will 
best be served by rigidity rather than by flexibility. 

In actual practice, the essential trade-route concept has differed from theory 
in two very important respects. First, the chosen instrument doctrine has been 
erafted tightly onto it. And second, the Commission has modified its service re- 
quirements on some routes so much as to make the original subsidy contract 
almost meaningless. 

Although both the 13 subsidized operators and the Commission assert that 
subsidies are now, as in the beginning, open to all comers on an equal basis, the 
record indicates otherwise. As stated above, the 13 subsidized operators have 
preempted 28 of the 35 “essential routes” and section 605 (c) of the 1936 act 

ives these operators an advantageous ground from which to defend their 
monopoly of Government aid. They are not backward about that defense. In 
hearings on subsidy applications, the subsidized operators vigorously oppose and 
cenerally block the efforts of any outsiders to encroach on their preserves. 


POSTW AR APPLICATION 


Kighteen companies have filed applications for operating subsidies since the 
war. Ten are unsubsidized lines and eight are subsidized operators seeking 
i.dditional routes or modified services, Only 1 of the 10 unsubsidized applicants 
has been granted a subsidy to date. Three others had their applications ap- 
proved in principle but have been unable to agree on contracts. Four had their 
applications rejected and the remaining two applications by unsubsidized lines 
are being processed—and opposed by present subsidized operators. 

In contrast, 5 of the 8 subsidized operators who filed applications have ac- 
quired new or additional subsidized services. Applications of 2 others of the 
subsidized operators are still pending, 1 in revised form. Only 1 application by 
a subsidized operator has been rejected finally, and in that case 2 subsidized 
operators had applied for the same route and 1 of them got it. 

Subsidized operators opposed every subsidy application by a currently unsub- 
sidized line. In one case, after the application of an unsubsidized line for a 
particular route was rejected, the route was granted to a subsidized operator 
who had opposed the first application. In another case, after an unsubsidized 
line shifted to foreign flag operations following rejection of a subsidy applica- 
ion, a subsidized operator filed an application for the route involved, which is 
now pending. 
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This brief recital of postwar actions of the Maritime Commission is enough 
to show how firmly the chosen instrument doctrine, with all its implications of 
Government-sponsored monopoly, has been grafted onto the essential trade route 
concept. 

The requirement of minimum services on routes, a vital part of the essential 
trade route theory, has been almost as much honored in the breach as in the 
observance. The Maritime Commission has been extremely liberal in granting 
exceptions to the subsidized lines. 

For example, service requirements on route 22 (Gulf to Far East) were waived 
almost from the inception of subsidized operations upon it. The Maritime Com- 
mission permitted a complete cessation of service by the subsidized contractor 
for a period of nearly 18 months in 1938 and 1939, “because conditions in the 
trade made it uneconomical to operate.” During the year ending May 31, 1949, 
there were at least 39 separate instances in which the Maritime Commission 
permitted contractors to divert ships from their regular subsidized liner services 
to other uses. 

Moreover, a number of subsidized companies have established unsubsidized 
services since the war, drawing on the resources acquired in subsidized opera- 
tions to compete against unsubsidized American flag companies. In more than 
one instance, they have used such operations to eliminate or prevent unsubsi- 

ized American flag competition only later to request a subsidy on the route 
in question for themselves, 


DO ESSENTIAL ROUTES FIT TRADE FACTS? 


Where practice must vary from theory it is time for critical analysis of the 
latter. Does the trade-route theory fit the facts? Is long-term prediction possible 
so as to permit predetermination of routes and services? 

The variations in overall United States foreign trade are substantial and 
exert an important influence on the fortunes of the merchant marine. Such 
fluctuations cannot be altered by maritime policy and must be accepted as a 
basic premise in the formulation of such policy. 

A flexible maritime policy can take the maximum advantage of gains in par- 
ticular phases of our foreign commerce and can minimize the effect of declines. 
A rigid maritime policy, on the other hand, minimizes our participation in such 
gains and maximizes the effect of such declines on the American merchant 
marine, 


A. VARIATIONS IN TRADE WITH GEOGRAPHIC AREAS 


There have been major shifts in the relative importance of different geographic 
to United States foreign trade in the past 12 years. 

Exports to and imports from South America have grown in relative importance 
while European trade has declined sharply. There has been a precipitous drop in 
imports from the Far East but only a moderate decline in the proportion of our 
exports which are destined for the Far East. 

There has been a sharp relative increase in imports from Africa, and until this 

, in exports to Africa. Exports and imports of the Middle East have shown 

ative increases while those of European colonies in the Western Hemisphere 

(notably in the West Indies) show a relative decline in United States exports and 
a relative increase in United States imports. 

Because the 1946 and 1949 essential trade-route reports are projections of pre- 
war trends, the service requirements outlined therein err in rough proportion 
to the geographic shift in our foreign commerce. Predictions were made in con- 
junction with the 1946 report of the estimated liner tonnage moving on each 
of the trade routes in 1950. It was on the basis of these predictions that subsidy 
contracts running until 1958 and later were concluded. 

Comparison of the Maritime Commission’s projected level of liner traffic for 
1950 with the actual traffic for 1948 and estimates for 1949 indicate that the 
Commission overestimated traffic to the United Kingdom and the Continent by as 
rnuch as 50 percent and to the Far East by 100 percent and more. On the other 
hand, the predictions fell far short of the actual traffic with Africa, the Carib- 
bean, and South America. 

It was inevitable that the war would disrupt traditional trade patterns. How- 
ever, there have been significant shifts between 1946 and the present, and trade 
is still in flux. Anyone who would venture to predict the commodity and geo- 


33116—58—>pt. 1 29 








144 AMEND 1936 MERCHANT MARINE ACT 


graphic breakdown of our foreign trade 5 years from now, let alone 10, is dis- 


rding the lesson of ex perience, 





B. VARIATIONS IN TRADE BY COASTAL REGIONS 


The shift in relative importance of the different coastal regions in our trade 

ith a particular area is illustrated by the foreign commerce between the United 
States, the United Kingdom, and Atlantic Europe 

Between 1938 and 1948, total liner tonnage between the United States, the 
United Kingdom, and Atlantic Europe dropped 12.9 percent. The North Atlantic 
ports showed a 5.7-percent increase. ‘Tonnage through the gulf ports declined 
8.6 percent, through the South Atlantic ports, 54.5 percent, and through the 
Pacific ports, 62.0 percent 

The shift in importance of the different coastal regions is the result of a shift 

the commodities moving in the trade with northern and western Europe. The 
United Kingdom and the Continent imported far more foodstuff and machinery 

nd far less cotton and tobacco in 1948 than in 1938 

Undoubtedly there were abnormalities about the 1948 trade pattern flowing 
out of the war. However, cargo tonnages moving on the trade routes are not 
ivailable for any later period, another example of how backward is the work of 
the Federal Maritime Board on trade routes 

Nonetheless, the 1948 data are not without their purpose. We are living in 

succession of abnorn eal The war-changed pattern of supply and demand, 

shifts in sources of supply, and the problems resulting from the imbalance 
of trade and dollar shortages, are factors which we shall have to live with for 
Si time to come 
s significant to note the sharp shifts that occur within a single year in the 
dry-cargo tonnage moving in and out of different coastal regions and ports. 

Dy irgo exports, excluding the Great Lakes, declined 15 percent in 1949 
over 1948, the decline being centered in the Atlantic ports while Pacific ports 
e gains against this overall trend. Dry-cargo imports increased 5 percent 

period, With the best gains percentagewise being made in the Pacific 
t. Variations in the trade of particular ports in this 1 year were even greater 
ith, for example, the dry-cargo exports of Los Angeles increasing 52 percent 


! those of Mobile decreasing 66 percent 
Within the norma! 10-year life span of a subsidy contract the variations in 
ce demanded by shif n cargo movements are most pronounced 
Another example of signi int shifts between coustal regions in trade with a 
par ular area is found in our commerce with the Far East Walter Radius in 
his study, Unite States Shipping in Transpacific Trades, 1922-38 (Stanford 
University Press, 1 +), discovered a pronounced shift in United States Far 


kastern trade from the Pacific to the Atlantic coast. In 1929, according to 
Radius, 60 percent of transpacific dry cargo moved through Pacific ports, 27 per 
cent through Atlantic ports, and 13 percent through gulf ports. By 1938, the 
Pacific coast’s share had dropped to 34 percent, while the Atlantic share rose to 
16 percent and the gulf share to 20 percent. Since World War II the picture has 
reversed itself In 1948, Atlantic-coast participation in Far Eastern liner traffic 
was 42 percent, gulf 14 percent, and Pacific 44 percent. The losses of the Atlantic 
ind gulf coasts were primarily in outbound cargoes. They result from declines 
in exports of iron and steel products, machinery, and to lesser degree, cotton. 


Cc. VARIATIONS IN OOM MODITIES 


We have already seen that variations in the United States port of entry or exit 
and in the foreign origi x destination of our trade are but the reflections of 
variations in demand for particular commodities and in sources of supply. 
rechnological advances, national defense considerations, and many other factors 
are causing major shifts in demand and supply within short periods of time. 
Consider, for example, the effect of the rapid rise of synthetic detergents on the 
soap market and in turn on the demand for copra and other raw materials. 

Tin is perhaps the outstanding example of a commodity shift which has affected 
the source of supply and the port of destination. ; 

Tin is one of our major imports. Prior to the war, we imported the pure metal, 








having no primary refining facilities within the United States. As much as 
three-fourths of our imports came from British Malaya. 

During the war we constructed a smelter at Texas City, Tex., which produces 
about 60 percent of our peacetime requirements. Beginning in 1940, tin ore con- 
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centrates were imported at an increasing rate until today approximately 75,000 
long tons are brought in annually. Bolivia is the major source of ore with Indo- 
nesia a close second. Whereas little of the pure tin arrives at gulf ports, all of 
the ore is shipped to Texas City. 

We are still importing sizable quantities of the pure metal particularly for our 
stockpiling program but the development of refining facilities in the United States 
has effected a permanent shift in the nature of the commodity imported and the 
routes on which it moves. 

Tin is not the exception. There has been a basic shift in our source of supply 
of manganese and other ores, in the fats and oil supply and demand picture, in 
the rubber situation, in the hard-fiber market, and in many other commodities 
within the span of a few years. 


D. POLITICAL REDIRECTION OF TRADE 


The Kennedy report recognized that examination of port-to-port cargo move 
ments and analysis of current economic trends was not enough “to plot the 
future.’ The report stated: “In addition to these examinations it was necessary 
to consider the treaties, laws, and practices of various nations to calculate their 
probable effect on trade prospects.” 

The world was already a maze of restrictive trade practices in 1937. How- 
ever, the postwar period has brought forth such a multitude of restrictive laws, 
regulations, and practices as to make the thirties pale by comparison, 

In the last 4 years we have witnessed the growth of state monopolies in foreign 
trade of bulk buying, of barter arrangements, of import quotas, of exchange 
regulations, of national merchant fleets, and of flag discrimination. 

Largely because of state measures to conserve dollars, dry-cargo exports to 
the east coast of South America declined by more than 2 million long tons, or 
52 pereent, between 1948 and 1949. During the same period dry-cargo exports 
to the Philippines, Japan, the United Kingdom, and the Baltic increased. How 
ever, exports to the Philippines dropped sharply after the imposition of exchange 
‘ols on December 9, 1949, and strenuous efforts are being made in Japan, 
the United Kingdom, and elsewhere to reduce imports from the United State 

Despite the recognition in the Kennedy report of the effect of governmental 
restrictions on the trade volume and pattern, present trade-route practice offers 
an operator little opportunity for adjusting to the world of reality. 





WEAKNESSES OF CHOSEN-INSTRUMENT DOCTRINE 


Besides its fostering of monopoly and the weakening of initiative and efficiency 
which inevitably accompany removal or diluting of competition, the chosen 
instrument doctrine has other faults peculiar to the shipping industry. These 
faults were admirably summarized by the Maritime Commission’s own Postwar 
Planning Committee as follows: 

1. Foreign-flag operators are not limited to a single line in each trade. Such 
freedom appears to have been beneficial to the foreign merchant fleets. 

2. With no basis for comparison, the Commission is unable to judge the 
efficiency of a contractor either as to operation of vessels or solicitation of cargo. 

3. With a single contractor the advantages of joint sailings and cargo pooling 
which has redounded to the advantage of foreign lines are lost. 

1. The outnumbered American lines have lesser influence on rates and practices 
within the liner conferences 

5. The United States flag has no insurance against the effects of financial 
reverses, ship disasters, faulty business judgment, and other factors which may 
influence the fortunes of a particular line. In short, all our eggs are in one 
basket. 

6. Experienced and efficient American operators are driven to foreign-flag 
operations. 

Despite these observations by its own committee, no critical analysis of Amer- 
ican maritime policy has been made by and no creative thinking has come from 
the Maritime Commission or its successor. The Commission has tagged along 
behind the subsidized contractors in preserving an unrealistic trade route pat- 
tern and in adhering to the slogan that competition engenders waste. 


CONCLUSION 
The purpose of this necessity brief review of the essential trade-route concept 


and the chosen-instrument doctrine that has been grafted onto it is to raise 
some fundamental questions about our shipping policy that are deserving of 
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further study, free of any bias in favor of the status quo. The overwhelming 
evidence that rigid trade routes are unrealistic when viewed against the rapid 
fluctuations in United States foreign trade and that our present policy is tend- 
ing toward a monopoly of United States flag foreign-trade shipping fully justi- 
fies such a basic restudy of the whole problem 

Is the building of a dozen or so strong shipping companies with a virtual 
monopoly on Government aid the best way to strengthen the United States mer- 
chant marine? 

Do the unsubsidized liner companies, the American tramp operators, the in- 
dustrial carriers and the tankers in our foreign trade, now without Government 
aid and virtually denied any future access to it by Maritime Commission policies, 
contribute any less to serving our foreign commerce and strengthening our 
national defense than the 13 subsidized companies? If their contribution to 
the Nation is as great, on what grounds are they denied the assistance granted 
to the 13? 

It is very doubtful if United States flag ships can compete in foreign trade 
without a subsidy in normal times. Will it strengthen or weaken our merchant 
marine and security if these unsubsidized operators are either forced out of 
business or into foreign-flag operations? 

These are questions which merit serious consideration by Congress when it 
resumes the study of long-range shipping problems next session. 





[From Shipping Survey, August 1952] 
THE BURDENS OF SUBSIDIZED OPERATIONS 
AN APPRAISAL OF RESTRICTIONS UNDER OPERATING DIFFERENTIAL CONTRACTS 


“It’s true that subsidized companies have much more favorable tax 
treatment than other shipowners, but look at all the Government 
operating restrictions they undertake in return.” 


Something like the above has almost invariably been the response evoked 
whenever anyone in recent years has questioned the fairness and equity of the 
discrimination in tax treatment as between subsidized and unsubsidized Ameri- 
can shipowners. 

That response seems to be based on the assumption that Government restric- 
tions are somehow preferable to free enterprise. It seems to imply that some 
sort of reward should be granted when Government administrative officers take 
over a large share of the functions of business management. And it seems com- 
pletely to overlook or ignore whether the type of restrictions that are imposed 
and the policies adopted for their administration serve a useful economic or 
political purpose, 

There are today about 250 subsidized ships in the merchant marine. Most of 
them are dry-cargo vessels and the remainder are passenger and combination 
issenger-freight ships. No one will seriously contend that they are not, as a 







group, fine vessels. But at the same time probably no one will seriously urge 
that they alone compose a merchant marine that is either balanced or adequate 
to the country’s commercial and military needs. 

The rest of the privately owned fleet is made up of 446 tankers and about 570 
dry-cargo ships. Of the ships in the latter category, about 140 are engaged in the 
domestic trades which before World War II provided employment for about 470 
shins. The remaining 430 are engaged in the foreign trades without subsidy. 

The unsubsidized vessels, both tankers and dry cargo, are—like the subsidized 
ships—fine vessels. It seems self-evident, however, not only that 250 ships are not 
in themselves adequate but that they cannot possibly, as a group, make a con- 
tribution to American commerce and defense that is remotely equivalent in valne 
to that which accrues from the operation of 570 equally good dry-cargo vessels 
plus 446 tankers. And yet the response quoted above seems to imply that the 
restrictions imposed on the 250 ships are of some unique value to the United 
States. On the basis of this implication, it seems to be assumed that the restric- 
tions must be burdensome to the subsidized owners and that, in addition to the 
operating subsidy payments, the Government should further compensate the 
owners for assuming such burdens by extending tax benefits that are withheld 
from the rest of the industry. 

Conclusions based upon this line of reasoning were frequently expressed dur- 
ing the recent hearings before the House Committee on Merchant Marine and 
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Fisheries on S. 241, the so-called long-range shipping bill which became Public 
Law 586 when the President signed it. For example, Vance Kirby, tax legisla- 
tive counsel of the Treasury Department, while opposing the tax concessions in 
principle, nevertheless defended the discrimination between subsidized owners, 
albeit somewhat cautiously, when he said in reply to a question: 

“Well, as I understand, the reason for granting these benefits to the subsidized 
people is because they perform certain important services that are under super- 
vision and constant review by the Maritime Administration. Of course, the 
nonsubsidized people are free to do whatever they want with their vessels.” 

On the other hand, Representative John J. Allen, Jr., of California, in a ques- 
tion to one of the witnesses during the course of those hearings, pointed a finger 
at the heart of the problem when he asked: 

“Is it possible for you to list the burdens which are placed upon the subsidized 
lines by their contracts and by the law, which are not placed upon unsubsidized 
lines, and to evaluate those burdens in terms of money; and also on the opposite 
side, to evaluate the benefits that subsidized lines receive and which unsubsidized 
lines do not, in terms of money, so that we could tell whether one is making a 
deal that is favorable to the lines or favorable to the Government and the Nation 
itself?” 

It would, of course, be difficult if not impossible to ascribe monetary values to 
operating restrictions. Similarly, certain of the benefits enjoyed by the sub- 
sidized companies cannot very well be evaluated in terms of money. On the 
other hand, the amounts of subsidies paid for both construction and operation 

I natter of computation. The estimated net operating subsidies received 
by subsidized companies up to June 30, 1952, total $214,813,000. The total net 
construction subsidies received by American shipowners between 1937 and 1949 

presumably somewhere between a high figure of $380,285,000 reported by the 
Comptroller General and a low one of $65,167,000 claimed by the subsidized 
shipowners. Construction subsidies for vessels built since 1949 are conserva- 
tively estimated at $50 million and may be substantially higher. Furthermore, 
the Treasury Department in a study on the Scope and Effect of Tax Benefits 
Provided the Maritime Industry has estimated that the tax savings of subsi- 
dized companies from 1938 through 1949 amounted to more than $123 million. 
While Representative Allen’s question probably cannot be answered with the 
degree of preciseness that would be desirable, critical examination of the restric- 
tions themselves casts doubt on the validity of the assumptions that the re- 
strictions are particularly valuable to the Government or that they are unduly 
burdensome to the owners. 

When Adm. E. L. Cochrane, Maritime Administrator and Chairman of the 
Federal Maritime Board, was asked about these restrictions, he read into the 
record at the same House hearings a list of 19 requirements and restrictions 
imposed on subsidized owners. He described them as “rather onerous,” From 
his replies to questions from committee members, it was apparent that Admiral 
Cochrane accepted the implication that the obligations were both burdensome to 
the subsidized owners and valuable to the United States. 

The requirements and restrictions quoted below are exactly as Admiral 
Cochrane stated them in his testimony on May 9, 1952, before the House Com- 
mittee on Merchant Marine and Fisheries on 8. 241, the long-range shipping bill 
(p. 490 and following pages of the published hearings.) There are 19 in all but 
Admiral Cochrane in stating them listed 9 restrictions under No. 7, so that there 
are only 11 numerical designations in his listing, which is followed here. 


REQUIREMENTS OF SUBSIDIZED OWNERS ANALYZED 


‘1. The operator must own, purchase, or can and will build the necessary 
number of ships of the types, size, and speed required to maintain the service in 
such manner as may be necessary to meet competitive conditions and promote 
foreign commerce.” 

These requirements—unless a distinction is implied between owning and 
chartering—seem to be a commercial truism applicabe to any American ship- 
owner, and more especially to an unsubsidized owner who must meet foreign com- 
petition without the benefit of Government aid. It may be noted, moreover, that 
these requirements do not relate to any military standards for type, size and speed 
but rather to commercial standards. When the desirability of big ships or small 
ships was put to Admiral Cochrane, he replied: 

“T say the Army is asking that we do build smaller. Personally, I resisted 
that. I think the need is for the big ones, more. But each of these ships has a 
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ob to do, and if you have a job where you want a small ship, then a big ship 
may bea nuisance. So you have to have all kinds” (hearings, p. 507). 

The type and size of ship best suited for a particular commercial operation is 
fundamentally a management problem and it would seem that a Government 
lirection as to type or size (other than for military purposes) would either 
accord with commercial judgment and be unnecessary or would conflict with 
commercial judgment and be undesirable 

Simply because it seemed to be good business and not because of any Govern- 

ent direction or requirement, unsubsidized shipowners since the war have 
purchased and now own many more ships than have been acquired by the subsi- 
dized companies who are subject to this requirement. And in addition, as is 
noted in No. 3 below, unsubsidized companies have built more ships since 1946 
than have the subsidized companies. This seems to indicate, at the least, that 
in a proper economic atmosphere Government requirements as to the purchase 
or construction of ships are surplusage. 

in an economic environment that is made favorable by subsidization, it does 

seem very burdensome for a shipowner to be required to do only what is 
dictated by sound business considerations. Similarly, it is difficult to assign 
ich value fro he ¢ ernment’s viewpoint to a contract provision requiring 
no more than that the contractor do only what he has to do anyway because 








good business judgment requires it 

‘2. The operator must iintain a stipulated number of annual sailings in 
the essential fore 1 service, route, or line for the period of the contract unless 
the Commission app! a change in his scheduled sailings.” 

\ liner service, as distinguished from a bulk carrier or tramp service, is a 
common carrier service and to be successful—whether subsidized or unsubsi- 
dized, American or foreign—it must offer to shippers a dependable and regular 
S¢ ce Services in the unsubsidized coastwise, intercoastal, and noncontiguous 
trades, for example, ar aintained on a regular and dependable basis without 
any Government control or direction whatsoever. This requirement, however, 


is essentia a management problem and one on which a Government regulatory 
body, remote from the pulsations of commerce, is poorly qualified to advise. 
In this connection Admi Cochrane observed : 

“It is true, of course, that at the time the 1936 act was written, a somewhat 
static situation was envisaged—static as to the level of the trade-route require- 








ments, static as to the cost of ships” (hearings, p. 480). 
Static requirements as to the number of annual sailings to govern for the 
10-year life of a s sidy contract would be both unreasonable and unrealistic. 


Accordingly, the Maritime Administration has been liberal in allowing changes 
in an operator’s schedule of sailings. Moreover, the “stipulated number of 
annual sailings” is in most cases stated in terms of a maximum and minimum 
number required and some of these ranges are exceedingly liberal and flexible. 
On trade route No, 2, service 2, the range is 15 to 26 sailings a year. On 
trade route No. 15A, 52 to 72 sailings per year are stipulated, equally divided 





een 2 subsidized operators with each permitted 16 additional sailings with- 
out subsidy. 

\ further example of flexibility in this requirement is on trade route No. 4 
where the Maritime Administration realistically said: 

“Toa great extent these services are dependent upon crop conditions and other 
variable factors so that they do not remain constant year after year as to the 

ps employed, the frequency of sailings or even as to the route followed. In 
view of these circumstances it is considered impractical to attempt to specify 
ships and schedules for such services” (hearings, p. 429). 

On Trade Route No. 27, Service 2, the Maritime Administration simply stipu- 
lates “10 sailings per year to be adjusted as traffic offers.” It will be seen, 
therefore, that the requirement for a stipulated number of sailings is not rigidly 
administered, and the value to the Government of route restrictions that are 
berally administered seems problematical to say the least. 
be argued that the route restrictions are of slight if any value to the 
United States only because they are liberally administered and that if they were 
strictly administered they would assure the existence of ships to move goods 
and keep commerce flowing freely. But apparently restrictions are not necessary 
for this purpose, for, as Admiral Cochrane said in the course of the hearings on 
the so-called long-range bill: 

“So that, where there is a demand for service, it has been the experience of 
time that ships from somewhere will turn up to handle it. So that, if there is a 
demand for a service which we believe to be an essential trade route to the 
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United States, it is reasonably assured that if there is actual traffic there, the 
hips will come in to handle it.” 

The “essential trade route” concept was examined in some detail in the Ship 
ping Survey published in September 1950. That study showed how the sub- 
idized companies having contracts with the Government to operate on “essential 
routes’ have sought, with considerable success, to identify the “concept” with 
the chosen instrument theory and to promote acceptance by administrative 
officials of the idea that they should be the beneficiaries of Government-sponsored 
monopolies 


berally administered route restrictions cannot be particularly burdensome 


(And even if they were considered to be slightly », surely the burdens are more 
in offset by the privileged character of the subsidized operations so that this 
so-called restriction becomes in fact an added benefit to the subsidized owner over 





ve his subsidy payments and tax benefits 
3. The operator must make provision for a replacement-vessel program to 





sure constant continuity of service, as may be required by the Government. 

t. The operator must maintain a capital reserve fund in which he must 
deposit (a) depreciation on his subsidized fleet and (b) proceeds of sales and 
urance indemnities on any of these vessels which may be lost.’ 

The problem of vessel replacement is certainly one of the most serious one 
facing the American merchant marine today It is composed of good vessels 
but for the most part they are approaching the half-way mark in their physical 

f ind this applies equally to the ships of subsidized an insubsidized com 

ihies 

Ir} economic life of a vessel may, of course, be much shorter than the 20 
ve 3; 0 iseful physical existence that is established as a standard for sub- 

zed ships by the Merchant Marine Act, 1936. If we are to have a merchant 
fleet adequat to our commercial and militar needs, it will be necessary to 
assure the existence of an economic environment in which many more than 

0 ships can be operated successfully for the full extent of their physical lives. 


That is a major problem for which a solution must be found 





Going back over the last few years, we find that unsubsidized companies have 
built 22 dry-cargo vessels and 13 tankers, all for American-flag operation in the 
meantime, the subsidized ce npanies have built S vessels, 5 of which are dry Careyv 
carrie nd the other 3 are the Indepe ndence, the Constitution, and the United 
States, passenger ships that are the finest in the world of their types. But in the 
economic and political environment that exists today, not one dry-cargo vessel or 


passenger ship is being built for private account and American-flag operation, 


h or without subsidy 


At the moment, therefore, it would appear that the equire ment imposed upon 
the subsidized companies that they make provision for a vessel placement 
program is of no immediate value to the United States, and if being required to 
make such provision is considered to be a burden, it does not seem to be a par 
ticularly onerous one today And the conclusion that it is not in fact a burden- 
some requirement appears justified by the public announcement made by one of 
the subsidized companies that because of the bitter and severe criticism by the 
Comptroller General of the subsidies for the construction of the United States, 
the Independence, and the Constitution, that company did not feel justified in 
embarking upon any vessel replacement pr« 
law is clarified 

The capital reserve fund requirement seems to be more of a benefit to the sub- 
sidized owner than it is a burden. In the first place, those funds are availal 
not only for new vessel construction, but also for withdrawal to pay 
indebtedness on existing vessels. It is true that the required payments to the 
fund must be made and that the funds must be handled in accordance with the 
statute so long as the owner continues to receive a subsidy, but the funds are his 
at any time when he decides to give up the subsidy. 

Furthermore, by reason of the requirement to make depreciation deposits on 
the basis of a 20-year life, the Bureau of Internal Revenue allows subsidized ship 
owners a tax depreciation allowance on a 20-year basis whereas unsubsidized 
owners of the same class of vessels are for the most part required to depreciate 
their vessels over a longer period ranging from 25 to 30 years, Thus the capital 
reserve fund requirement operates to confer a further benefit to the subsidized 
owner. Any benefit or value of this requirement to the Government seems 
obscure and remote at best. 

“5. The operator must maintain a special reserve fund in which he must deposit 
profits of subsidized vessels in excess of 10 percent of capital necessarily employed, 





‘am until the construction subsidy 
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for meeting future operating losses and repayment of amounts to the Gov- 
ernment.” 

The value of this requirement to the Government lies in the fact that it leads to 
the establishment of funds for the full or partial repayment of operating sub- 
sidies by the subsidized owners. The original subsidy payments made by the 
Government are in the nature of a loan which must be repaid without interest if 
the earnings of the subsidized venture are sufficient. If they are insufficient, 
there is no repayment obligation. 

From the Government’s point of view, therefore, the special reserve fund is 
simply a funding arrangement in connection with a contingent claim for moneys 
advanced. As such it is similar to, but more liberal than, the numerous fund- 
ing arrangements that are customarily negotiated between commercial bor- 
rowers and lenders. In this light it is difficult to see why this requirement is so 
burdensome as to justify more favorable tax treatment for the subsidized owners 
than is accorded to those who do not have the use of Government funds in their 
businesses. 

In fact, however, the benefits of this requirement to the owners far out- 
weigh any burdens, and the special reserve funds and their related tax features 
constitute the most important benefits accorded to subsidized shipowners under 
their subsidy contracts. As has been pointed out above, the value of these tax 
advantages has been estimated by the Treasury Department at more than $123 
million. 

Earnings deposited in special reserve funds remain exempt from taxation until 
they are withdrawn. If they are withdrawn and paid into the shipowner’s gen- 
eral funds, they are taxed at the rate applicable in the year of withdrawal. If 
the subsidized owner shows an operating loss in that year, then the amount 
withdrawn up to the amount of the loss is not taxed at all. To that extent the 
special reserve fund provides a tax-free earnings reserve for subsequent operat- 
ing losses and offers all the tax benefits equivalent to free accelerated depreciation 
or a long-term carryback of operating losses. If the deposits are withdrawn 
in a profit year when lower tax rates prevail, then such lower tax rates apply and 
the original tax is forgiven to the extent of the difference in the tax rates. 

The importance of the reserve fund requirements and the related tax benefits 
was emphasized recently by the president of one of the large subsidized companies. 
The March 25, 1952, New York Times report of his statement said: 

“The outstanding and most significant fact about the 1951 showing, he con- 
tinued, was that the company was able to make application for tax-deferred 
deposit of a substantial portion of its high pretax earnings toward meeting the 
major problem of high vessel replacement costs.” [Emphasis added.] 

Unsubsidized companies are especially aware of this significant fact and have 


long sought comparable benefits to these reserve fund requirements. The only 
possible value to the Government in this requirement lies in its effect as a 
stimulus to operations under the American flag of 250 American-built vessels 


with American crews. This being so, it would seem that extension of the right 
to make similar deposits to unsubsidized companies as well is required both in 
the interest of fairness and equity and in the interest of the nation in a merchant 
marine adequate for commerce and defense. 

“6. The operator may not pay dividends in excess of 10 percent of capital 
necessarily employed unless all subsidy has been repaid to the Government and 
his reserve funds are fully current.” 

This statutory restriction on subsidized shipowners against payment of excess 
dividends until all subsidies have been repaid is a further requirement to assure 
repayment of subsidy funds in the event of high profits. It is quite common in 

mmercial practice and is less burdensome than the position of unsubsidized 

»wners who do not have the benefit of any subsidy to pay dividends even 
uy to the first 10 percent. The value of this requirement to the Government is 
roughly parallel to the value of similar restrictions to lenders in the commercial 


“7 (a). The operator may not, except with the specific approval of the Govern- 
ment, operate any chartered vessel under a subsidy contract.” 

The terms of this requirement relate only to the use of chartered ships in the 
particular service or services covered by the contractor’s subsidy agreement. It 
does not therefore prohibit the operation of chartered vessels in other services. 
Furthermore, the requirement is not a rigid one since it can be and frequently 
! been waived. Three large passenger vessels and a large number of dry- 
cargo vessels owned by the Government are now being operated in subsidized 
service under charter. 
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The purpose of this requirement seems clear. When an owned vessel is used in 
ibsidized service, its earnings in excess of 10 percent on capital necessarily 
mployed are required to be deposited in the special reserve fund where they 
re subject to recapture. In the case of a chartered vessel, some of the earnings 

iid necessarily be used for the payment of charter hire to an owner who 


ild not be liable to make subsidy recapture payments to the Government. 








cces e charter hire payments would prejudice the Government’s recapture 
s so that it is only prudent for the Government to protect itself against 

iis possibility. 

Thus seems that this requirement is tied closely to the obligations of the 


ibsidy arrangement. It is a reasonable restriction to assure repayment of 
{ <i on account of the subsidy. It is of value to the Government on 
account only and it is simply a re l i 





asonable commercial restriction on the 


sidized owner that is necessary because of his 


1 


recapture liability It cer 























does not seem to be such a burden as to ju re favorable tax treat- 
ian is accorded to other owners who do not n ds in their 
i 9] 
i (b Che operator may not, except with the specific approval of the Govern- 
( erate vessel over 20 years old under a subsidy contract.” 
san unimportant requi ‘ement to lay. The oldest priva el owned vessel 
f which an operating subsidy is being paid was built in 1939 so that 
I become ineligible for subsidy until 195! Under t ( umstances 
lay, this requirement can neither be o be valuable the Gov 
urdensome to the owners. 
Che operator may not, except with the specifi l he Gove 
ny auxiliary services directly or indir nec 1 with ‘ 
n of subsidized vessels, such as stevedoring, ship ship chandler 
\ vat, or kindred services.” 
i { itl I t irement n ea ! r the prohibition 
g t if ch rer - t mply pr the G I n 
( l l ‘ I ht dive j 
é ] 0 ( l Ss W © 
€ nerwl ] ‘ j s can he ‘ 
een l ed h { sub lized own S 
nD ( mat l 
The cone ns reached in connection with the rest 
harte re in subsidize é em equally . 
aR The o} r ept with the specific aproval of the Gov- 
e! en operate unsubsidi in competition with other subsidized 
1es 
The corollary of this requirement is, of course, that the operator is protected 
from the ompe LO! of unsubsi li ed Vesseis ¢ perated D other sul ad “<1 ( Il- 
panies So while the contractor is restricted from competing with 12 other 


operators, 12 other subsidized owners are prohibited from competing with him. 
The benefits to the contractor in this arrangement seem heavily to outweigh 
the burdens. Furthermore, all 18 subsidized companies are free under this 
requirement to compete with unsubsidized companies, a situation seeming to 
indicate that such burden as exists rests heavily on the shoulders of the unsub- 
sidized owners. 

The value of this requirement to the Government seems problematical. One 
possible justification is that reduced competition increases the prospects of 

reater recapture On the other hand, public policy applicable to American 
industry generally requires free and open competition instead of monopoly. A 
departure from that broad policy in the case of subsidized shipping would seem 
te require greater justification than appears on the record before such departure 
eould be assigned positive value. 

‘7 (e). The operator may not, except with the specific approval of the Gov- 
ernment, while operating a subsidized service, engage through ownership, opera- 
tion or charter of any vessel, in the intercoastal or coastwise protected trades 
of the United States, either directly or through affiliates, nor hold any pecuniary 
interest in any person or vessel in such service.” 

There is no question but that this restriction serves a useful public purpose 
and to that extent it is of value to the Government. Certainly unsubsidized 
domestic shipping, together with domestic transportation agencies by land, 
should be protected from the competition of subsidized water carriers. That 
seems to be not only a simple matter of justice and equity but a requirement 
that is necessa if unsubsidized operations on land and water are to be en- 
couraged 
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It is important to note, however, that this requirement is not entirely restric- 
tive. Deviations may be and have been approved and in addition the require- 
ment is expressly made subject to “grandfather” rights which permit 2 of the 
13 subsidized companies to operate in the intercoastal trade. Thus the value 
that accrues from the public purpose sought to be accomplished is reduced by 
the exceptions. 

If subsidies were not paid in foreign trade there would obviously be no need for 

this restriction. Accordingly it seems that any value or burden associated with 
the requirement exists only because subsidies are paid to contractors who have 
chosen to accept them. In that light, it would not seem that either the value or 
the burden is so great or so onerous as to justify tax benefits withheld from those 
who do not enjoy the subsidies. 
‘7 (f). The operator may not, except with the specific approval of the Govern- 
ment, effect any merger or consolidation, or directly or indirectly embark upon 
any new enterprise or business activity not connected with the business of 
shipp ng.”’ 

Like most of these restrictions, this requirement is not absolute. It is subject 
to waiver by the Government. Furthermore, it is a type of restriction that is 
quite common in bond indentures negotiated in commercial loan transactions. 
It appears to be a reasonable and necessary requirement to assure proper account- 
ing of the profits of the subsidized operation and thereby to protect the Govern- 
ment’s right of recapture. At the same time, this restriction does not prevent 
several of the subsidized companies from engaging in other commercial enter- 
prises under separate corporate entities. 

The burden of this requirement and its value to the Government seem, there- 

fore, to be merely incidental to the Government's right to recapture what in effect 
is a contingent loan. 
7 (2). The operator may not, except with the approval of the Government, 
own, charter, or act as agent or broker for, or operate, any foreign-flag vessel 
competing with any American-flag service determined by the Government to be 
essential.” 

This requirement affecting the use of foreign vessels through ownership, 
charter, or agency is a logical and justifiable extension of the restrictions against 
using chartered vessels and against competing with other subsidized operators. 
It prevents the diversion of revenue subject to recapture to vessels the earnings 
of which would be free. Its value to the Government and its burden to the owner 
are necessary incidents of the recapture obligation. Moreover, the Maritime 
Administration has approved a number of exceptions to this restriction. 

“7 (h). The operator may not, except with the specific approval of the Govern- 
ment, operate any unsubsidized ves 





in the subsidized service of the contractor.” 

The purpose of this restriction is similarly to prevent a subsidized shipowner 
from diverting its profitable business to its unsubsidized vessels and to escape its 
subsidy-recapture obligations. The value and the burden of this requirement 
are about the same as in the case of other restrictions designed to protect the 
Government's right of recapture. As a practical matter, permission is liberally 
given to the contractors for unsubsidized operations on their subsidized routes 
when the owner agrees to include the earnings from such unsubsidized ships with 

earnings of its subsidized vessels for the purpose of computing the amount to 
he deposited in the special reserve funds where they are subject to recapture. 

7 (i). The operator may not, except with the specific approval of the Govern- 
ment, dispose of any interest in the subsidy agreement or make any agreement 
or maintenance, management, or operation of the service by others.” 

This requirement is also necessary because of the recapture feature of the 
subsidy A right freely to transfer an interest in the subsidy contract or to 
pay unregulated management fees to others would permit diversion of earnings 
to third parties owing the Government no obligation to repay the subsidy. Such 
a provision seems reasonable and not unduly burdensome, particularly when it is 
borne in mind that interests in the operating subsidy, in the subsidized vessels 
and even in management itself may be acquired through acquisition of the stock 
of the subsidized company Nor does it seem to be so valuable to the Govern- 
ment as to justify for the subsidy contractors tax benefits not accorded to un- 
subsidized shipowners ; 

“8. No employee of the operator may receive a salary in excess of $25,000 
per year.” 

The long-range bill, which became Public Law 586 when it was signed by the 
President, contains a provision which modifies this limitation and permits 
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salaries in excess of $25,000 a year, subject to the limitation that no more than 
$25,000 be counted as a business expense in the computation of earnings for 
subsidy recapture purposes. Thus any burden incident to this requirement 
has been removed. The value of the remaining limitation is surely not such 
as to justify the tax benefits. 

“9. The operator must use only materials and supplies of United States origin.” 

By reason of the bigh tariff xpplicable to both subsidized and unsubsidized 
owners for vessel repairs, improvement, and additions made abroad, the burdens 
of this limitation in practical effect are borne by both subsidized and unsubsidzed 
owners. It may be noted that the requirement as worded above is overstated 
inasmuch as it is qualified in the statute by the phrases “whenever practi- 
cable * * *” and “except when it is necessary to purchase supplies and equip- 
ment outside the United States to enable such vessel to continue to complete her 
voyage” and “except in an emergency.” 

In view of the tariff on foreign repairs, this requirement seems meaningless 
and unnecessary. 

“10. Fifty percent of the profits of the operator in excess of 10 percent of 
capital necessarily employed are liable for recapture up to the amount of operat- 
ing subsidy.” 

This does not constitute a further and additional requirement because it merely 
restates requirement No. 5 discussed above. 

“11. The operator shall conduct its business in the most economical and efficient 
manner.” 

It is difficult to believe that this could be listed as an “onerous,” “burdensome,” 
or “valuable” requirement. As a practical matter, a Government bureau cannot 
be effective in policing business economy and efficiency except in conspicuous 
cases of fraud or waste. Furthermore, unsubsidized companies competing With 
low cost foreign owners and American subsidized owners are under the more 
compelling business necessity of operating “in the most economical and efficient 
manner” in order to survive at all. 


CONCLUSION 


Review of the foregoing analysis indicates that there is little, if anything, in 
the nature of the 19 restrictions that can be said to be unusually or unnecessaril) 
burdensome. On the contrary and in important respects, the “burdens” appear 
in fact to be benefits. Similarly, the analysis indicates that the restrictions do 
not afford to the Government much to which value can be assigned, except insofar 

the requirements protect the Government’s existing right of recapture 

It would then seem to follow that much more emphasis than is warranted has 
been placed upon the onerous nature of the burdens and on their value to the 
Government and that in neither respect can they justify substantial tax benefits 
that are denied to the unsubsidized segment of the industry. 

Viewing the whole problem broadly, about the best that can be said for the 
subsidy arrangements in the Merchant Marine Act, 1936, is that they have helped 
to provide the United States with a subsidized fleet of 250 good dry-cargo and 
passenger ships. But this number of vessels is woefully inadequate to the 
commercial and military needs of the country and even when the 140 privately 
owned dry-cargo ships in domestic trade are added, the dry-cargo merchant 
fleet is still far short of minimum requirements. And it may not be safe to add 
those domestic ships because there is nothing so encouraging about their earnings 
to indicate that they are firmly established in these trades which before World 
War ITI provided employment for about 470 vessels. 

The fact of the matter seems to be that the 1936 act has done nothing to 
encourage unsubsidized operation in the domestic trades and that it offers no 
support to the 430 dry-cargo ships that have recently been engaged in the foreig 
trades without subsidy. Some of these ships are now being laid up because the 
declining world freight rates are insufficient to cover American wage costs. 
And since their costs are the world’s highest, many more of them will be driven 
off the seas as world competition increases, The act’s beneficial effects have been 
reserved for a good but inadequate group of 250 vessels. If the Government 
has bargained through the 1936 act for an adequate merchant marine, it seems 
to have gotten substantially less than full value. And if this is so, it would seem 
imperative that the terms of the act be reappraised in the light of today’s 
requirements. 


as 
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{From Shipping Survey, November 1951] 


WAGE TRENDS IN THE MARITIME INDUSTRY—UNSUBSIDIZED SHIPPING THREATENED 
BY SPIRALING WAGE Cos?s 


iritime wage contracts which boost earnings of seamen from 25 to 40 
ercent when the payment of overtime on Saturdays as well as Sundays at sea 
included, have focused the industry’s attention once again on its ever-mount- 
ng labor costs. While it is conceded that these wages can be paid in foreign 
trade as long as the current international crisis continues to create an abnormal 
lemand for shipping at high rates, fears have been expressed both within and 
itside the industry as to what will happen to the unsubsidized portion of the 
\merican flag fleet in foreign trade once the crisis abates and shipping demands 
| rates return to somewhere near normal. Furthermore, there can be little 
but that another serious obstacle has been placed in the path of rebuilding 
domestic trades. 


hen the recent wage increase was being argued before the Wage Stabilization 


mi 


Board, union leaders painted a dark picture of low earnings and disadvanta- 
geous working conditions of American sea nas compared to their fellow wage- 


I comparable shoreside jobs. They based their case for approval of 
ve-ceiling increases partly on the ground that seamen’s wages had lagged 
onsiderably behind those of shoreside workers, particularly in the postwar 


fhe fact that WSB based its approval not upon that ground, but on the 
d wholly uneconomic theory that wage stabilization was concerned only 
th wage rates and not with take-home pay, indicates only that the Board is 


kely to be much of a deterrent to future increases. 
: ling maritime wage and earnings trends and what is 
] snificance to the industry? 
ately, the Bureau of Labor Statistics, which collects wage data for 
ritually every other American industry, collects none for shipping. There- 
1 an effort to obtain answers to the above questions, it has been necessary 
er wage data wherever they could be found, chiefly from publications of 


the maritime unions themselves, and from actual payroll records of shipping 





are the facts reg 





MARITIME WAGE RATES SINCE 1938 


1 


lable I shows the basic monthly wage rates of unlicensed seamen since 1938 
ontracts with the National Maritime Union, while table II shows the 


sic monthly wage rates af licensed engineers since 1941 under contracts with 
the Marine Engineers’ Lx ial Association. The tables reflect accurately the 
l of wages for the entire industry, since basic wage rates in other contracts 


unlicensed personnel followed an identical pattern with 


7 
only slight changes in effective dates. 
The tables reveal a remarkably steady and rapid upward trend in basic 


r poth licensed an 





wave rates. From 1940 on, the NMU was able to negotiate increases every 
ear except during the war years 1942 and 1943, and in some years 2 and even 3 
ncrease re won. The percen » increase for unlicensed personnel since 1938 


n a low of 171 percent to a high of 332 percent, with an average in- 
rease of 249.65 percent in the 13 years. The able seaman’s basic wage has 
ased 262 percent while that of the ordinary seaman, lowest rating and 
requiring no special skills, has increased 311 percent. The average increase since 
October 1, 1945, is 78.2 percent. 

Since January 1, 1941, increases in the basic wage rates of licensed engineers 
have paralleled those of the unlicensed personnel, increasing from 126 to 182 
percent in the 10 years. In the postwar years since October 4, 1945, engineers’ 
i ss have increased an average of 70.9 percent as compared to the 78.2 
- the unlicensed personnel in the same period. 
actual money, the current wage rates of unlicensed personnel range from 
296.26 per month for the messman and ordinary seaman, the lowest ratings 
arried on a ship and corresponding to common labor ashore, to $418.72 per 
month for an electrician. In hourly rates, which are difficult to compute for a 
ship’s crew because of variable workweeks in port and at sea and various types 
of penalty pay and bonuses, these amounts to from $1.10 an hour to over $2 an 
hour, which do not appear out of line with hourly rates for similar types of 
work in shoreside employment. 

Similarly, the basic monthly wages of licensed engineers, ranging from $400 
up to $785 per month, compare favorably with rates for similar supervisory 


jobs ashore. 
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A BLS series of statistics shows average weekly earnings for all manufacturing 
employees to have been $23.86 in 1939 and $65.52 in June 1951, an increase of 
173.76 percent, or far less than the 249 percent average increase in seamen’s 
basic wages since 1938. For 1946, the first postwar year, BLS shows average 
weekly earnings of $45.82 in all manufacturing. Since then the increase has 
been 49.06 percent. In the same period seamen’s basic wage rates increased 
60.89 percent. 

The BLS average weekly earnings of $65.32 in all manufacturing in June 
(June was the peak month so far this year) amounts, for a 52-week year, 
to $283.05 per month. The average monthly basic wage of unlicensed seamen 
under the new contract is $288.63 per month, or $5.58 more. An ordinary sea 
man, lowest rating on a ship, receives a basic wage of $226.26 per month, which 











; f 


is far above even the average earnings in some of the lower-pay industries which 
drop to $180 per month. 

The BLS average weekly earnings, of course, are gross earnings and not basic 
wage rates, thus reflecting all overtime and premium payments, while the sea- 
men's rates are basic wage rates only. This discrepancy tends to minimize sea- 
men’s wages in the comparison, since an exceptionally large part of total maritime 
earnings consist of overtime, bonuses, penalty pay, ete. 

However, even comparing seamen’s basic wage rates to total earnings in 
shoreside employment, it is apparent that the former, far from lagging behind 
their shoreside brethern, actually have had their wages increased much more 
rapidly and today are earning considerably more on shipboard, even without 
overtime, ete., than they could earn in most jobs ashore. 











ve 








z 
x 








AMEND 








6 MERCHANT MARINE 








~ > 
q 
« Qn > 


























TOM = 
aid > 
16 me - 5 zc = 
= Nor 
ANAS c=-OS : 

é Sr . 
>t ‘ oe Ds 
D > =& c w 
ss 2 7 ‘ 

uN = - : 
7S : / 

4 
SS N 

IS oe “= w= 

ine — ~ x 
i N 

i . 7 

x 
ison ~ 
x 
==> = 
==Re 7 








ACT 











AMEND 1936 MERCHANT MARINE ACT 457 


OVERTIME, BONUSES, PENALTY PAY, ETc. 


Variety of such payments.—Maritime wage contracts are a maze of overtime, 
penalty pay and Bonus provisions. An analysis of the NMU east coast and Gulf 
contract revised up to 1948 shows over 30 such clauses in the contract. Even 
allowing for duplication of many clauses for the deck and engine departments, 
it is apparent that the number and variety of such provisions constitute a serious 
bookkeeping problem for the employer, in addition to adding heavily to his labor 
costs. 

Generally, the “overtime” pay rate is the same as the penalty pay rate, 
$1.295 per hour in addition to basic wages in the new contract, although in some 
instances it is one and one-half times that amount, as when a watch below is 
called on deck to assist in docking or undocking a ship. In the case of watch- 
standers standing sea watches on Saturday and Sunday this overtime rate is 
added to the regular wages. Since the able seaman, for example, is paid $262.89 
for a 240-hour month at sea, or 8 hours a day, his regular hourly wage amounts 
to $1.10. With the $1.29 an hour added he is actually paid as overtime $2.39 an 
hour, or more than twice his regular hourly wage. 

Overtime must also be paid whenever seamen are required to clean holds in 
which penalty cargo (which includes fertilizer, sulphur, carbonblack, arsenic and 
creosoted lumber) has been carried—also when required to clean tanks which 
have held fluid cargo. 

Other tasks calling for overtime pay include furling or unfurling awnings at 
night or on weekends, preparing hatches for loading or unloading, or handling 
mail, automobiles or cargo upon arrival in port. 

In addition to their basic wages and “overtime,” seamen receive a bonus of 
100 percent of their basic pay for any time their ship is in a war zone, and a 
smaller bonus when the ship is in areas in which there may be drifting mines. 

Overtime and total earnings Some idea of the importance of these overtime, 
bonus and penalty pay items in a seaman’s total earnings may be gained from 
tables III and IV. Table III shows the actual earnings of four ratings—an 
ordinary seaman and an able seaman (both watchstanders) and a wiper and a 
deck utilityman (both day workers)—on typical voyages ending around June 
15, 1951, before the 6.2 percent basic wage increase and additional overtime in 
the new contract. The data were taken from payroll records of three shipping 
companies, one having a contract with NMU, one with Seafarers International 
Union and one with Sailors Union of the Pacific. Im each case, in order to obtain 
representative figures, the earnings of the first crew member of the particular 
rating who had served the full voyage were used. 

Most startling fact disclosed by Table III is that for these particular 12 
seamen, overtime, penalty pay and bonuses accounted for nearly 40 percent of 
their total voyage earnings. Basie wages totaled $11,692, while the overtime 
and other items amounted to $7,720 or 66 percent of the basic wages. That is a 
tremendous proportion, especially when it is considered that for the most shore- 
side jobs the percentage would be less than 10 percent. Even construction 
workers who work a full 8-hour day on Saturday only add 30 percent to their 
base pay for the 40-hour week. 

The second fact which stands out in table III is the high average earnings of 
the 12 unlicensed seamen—$392 per month. Lowest earnings were those of the 
SIU wiper, who only made $270 per month and obviously missed out on overtime. 
For the other 11, the range is from $321 to $484 per month, the highest earnings 
occurring on a Pacific-Far East voyage where war bonuses were paid. When it 
is considered that these earnings were made by the two lowest ratings on the 
ship, two of them equivalent to common labor ashore, and that they do not reflect 
the new increase of 6.2 percent in basic wages plus 8 hours per week of additional 
overtime pay at sea, it is apparent that sailors are among the highest paid 
workers in America industry today. In no other industry—coal mining, rail- 
roading, autos or steel—can comparatively unskilled workers earn from $4,000 
up to $7,000 per year. 

That these earnings are not unusual, and may even be on the low side, is indi- 
cated by The Seafarers Log, official publication of the SIU. In its issue of Sep- 
tember 21, 1951, the Log prints on page 8 pay vouchers of one Thomas F. Oliver, 
an able seaman, for 37 days aboard the tanker Abiqua. The vouchers show that 
Seaman Oliver earned $777.70 in the 37 days, of which $456.09, or 58.6 percent, 
was in overtime pay, ete. His earnings were at the rate of $21 per day, $630 per 
month, or $7,560 per year. 
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TABLE I] Inercease in ba wages for class C vessels (7,501 to 12.000 power 
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Table IV, showing average annual wage and salary payments to employees in 
transportation as compiled from Old Age and Survivors Insurance and Unem- 
ployment Compensation tax records by the Department of Commerce, confirms 
how maritime earnings have climbed the past 10 years. 

Average annual earnings in all transportation increased 113 percent from 
$1,723 in 1939 to $3,684 in 1950, while in the same period average annual earnings 
in water transportation jumped from $1,553 to $4,413, an increase of 154 percent. 

Comparison with shoreside earnings.—The most reliable statistics on average 
earnings in industry are those published by the Bureau of Labor Statistics, which 
are expressed in terms of average weekly earnings. If the earnings of the 
12 





seamen tabulated in table III are averaged and translated into weekly terms, 
they show average weekly earnings of the four ratings as follows: 

Wiper, $81.10; ordinary seaman, $85.16; able seaman, $100.28 ; deck utilityman, 
(AB rating), $100.40. 

In contrast, the average weekly earnings in all manufacturing in June 1951, 
as shown by BLS, was only $65.32, and that was brought up by the considerably 
higher earnings of the more skilled workers. The more complete BLS tables 
available for May 1951, and broken down by industries, show that only in a few 
highly specialized construction trades, such as electrical construction at $102.3 
do average weekly earnings exceed those of an able seaman. Some of the highest 
weekly averages in the BLS tables are as follows: plumbing and heating construc- 
tion, $92.03; special trades construction, $87.17; all contract construction, $81.50 ; 
metal mining, $74.75; petroleum-natural gas mining, $79.60; durable goods manu- 

$69.39; nondurable goods manufacturing, $58.01; ordnance and acces- 
37: cane sugar refining, $73.59; malt liquors, $79.25; printing and 
publishing, $75.77; primary metals industry, $75.09; blast furnaces, $76.03; 
machine tools, $85.16: automobiles, $74.01; aircraft, $74.91; aircraft engines, 
$87.21; class I railroads, $71.48. 

it is apparent from these figures that the maritime unions have accomplished 
their goal of obtaining for seamen wages comparable to the highest paid in 





facturing 
sories, $ 








America’s mass production industries ashore. In fact, they seem to have over- 
shot the mark, and seamen are now about the highest paid workers in America. 
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The meals and lodging which seamen receive gratis while signed on a ship are 


not included in any of the wage or earnings figures used above, although they a 
a considerable item. The unions themselves in their contracts place values of $8 
to $10.50 per day on them, asking that amount in cash whenever a shipowner for 
» reason is unable to supply meals and lodging in port For a single man at 
oday’s prices, board and room aboard ship is the equivalent of at least $25 or 
$30 per week. While it does not represent as much actual cash saving to the head 
of a family, even for such it is some saving and goes far to offset the disadvantages 


( 
confinement to the ship at sea and the interruptions to a normal home life 





SOI 








AMERICAN WAGES COMPARED TO FOREIGN 


Truly comparable figures on wage rates of seamen on ships of foreign registry 





are extremely difficult to obtain. Table V is a comparison between basic wages 
of an able seaman under American and British flags since 1938, with the British 
figures both in sterling and in dollars at the existing rate of exchange. The 
British figures include war bonuses while the Aizerican figures do not. Neither 
figure includes overtime and penalty pay, whi is relatively mu 

American seaman’s total earnings. British rates also vary in that 

range for each rating, the minimum rate being presented in the table 





mum, however, is only slightly larger and still far below American 
Devaluation of the British pound in 1949 automatically reduced the British sea 
man’s wages in terms of dollars by more than 25 percent. 

lable V shows the British pay scale is less than one-fourth that of the American 
e difference is much greater than it was in 1939, when the 
American scale was less than twice the British. Since the wages of British sea 
men are representative of those of the major maritime nations outside the United 
States, Table V makes clearly apparent the tremendous economic handicap under 
which the American-flag operator will labor once the international crisis abates 


nd competition in shipping returns to somewhere near normal. 
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PRORLEM OF DOMESTIC OPERATORS 


American ships have no foreign competition in our domestic trades. That 
does not mean, however, that skyrocketing labor costs do not constitute a prob- 
lem for them. In the coastwise and intercoastal trades, water carriers must 
maintain a substantial differential in rates below those offered by railroads in 
order to get tonnage. Labor costs, both in ship operation and in cargo handling, 
are their major headache. Fact that operating cost problems have not been 
solved by domestic operators is shown clearly by the small and diminishing 
number of vessels in the coastwise and intercoastal trades since World War 
[1 as compared to the number, nearly half the total American fleet, in these 
trades prior to the war 

Table VI shows one reason for the plight of intercoastal lines. Average freight 
evenue per ton has increased from $10.73 in 1938 to only $20.55 in 1950, or 92 
percent. In the same period, seamen’s basic wages have increased on the aver- 
age 250 percent, and because of the shorter workweek, additional overtime, etc., 
actual labor costs have increased around 350 percent. 

Table VII shows the steep upward trend of cargo-handling costs as experienced 
by one major intercoastal operator. Stevedoring costs have increased 221 per- 
cent since 1939, while checking costs have jumped 314 percent. Together in 
1950 the 2 amounted to $12.61 per ton, or 61.3 percent of the average freight 
revenue per ton received by all intercoastal companies in that year. In 1939, 
‘argo-handling costs were $4.06 per ton, Or only about 38 pereent of freight 
revenues per ton, 


TABLE IV. iverage wage and salary payments to employees in transportation, 
1939 and 1950, Department of Commerce figures compiled from old-age and 


survivors insurance and unemployment compensation records 


1939 1950 Fercentage 
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NCLE SAM PAYS ON 912 SHIPS 


There are 2,000 vessels in the active United States fleet currently. On some 
912 of these, or 45.6 percerit, the United States Government, either directly or 
indirectly, is paying all or a considerable part of the maritime labor bill. There 
are 317 vessels under general agency agreements, 160 operated by MSTS and 3 
Panama Railroad Company vessels on which the Government pays all wages. In 
addition there are 25 privately owned vessels and 147 Government-owned vessels 
bareboat chartered to private operators, all in turn time-chartered to MSTS under 
charters which require MSTS to absorb any wage increases. 

Finally, some 260 privately owned vessels are covered by operating subsidy 
contracts under which the Government subsidy is based in part on the difference 
between wages on the American ships and on foreign-flag competitors. On these 
ships also, Uncle Sam will have to pay the increased labor costs resulting from 
the recent wage boosts won by seamen. 

During World War II, all labor costs on American ships were paid by the 
Government, and to a varying degree that situation continued after the war 
and has expanded rapidly since the Korean hostilities. How much this factor 
has contributed to the phenomenal increase in maritime wage rates and earnings 
since 1989 no one can say for certain. But unquestionably the fact that a 
considerable part of the bill for increased labor costs could be passed on to the 
Government has helped maritime union leaders considerably to achieve their 
remarkable record of wage gains. 


BARGAINING POWER OF MARITIME UNIONS 


Whatever the situation may have been in the past, it is evident from the 
record of wage gains made since 1939 that maritime unions today have and 
exercise tremendous bargaining power. As a matter of fact, theirs has been a 
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strong position ever since passage of the Merchant Marine Act, 1936. Under 
that statute, operating subsidies are paid to companies that apply and qualify, 
and the amounts of the subsidies are measured by the difference between Amer- 
ican costs and competitive foreign costs. Thus the subsidized companies do not 
themselves have to absorb increased costs that widen the foreign differential 
because they are passed on to the Government which pays them in the form of 
increased subsidies. It is only human nature in collective bargaining, as in 
other business matters, for those who do not themselves have to pay for their 
concessions to be much softer negotiators than those bargaining who can only 
cover costs out of the reevnue they are able to earn in the enterprise. 

The dominant position of the subsidized companies in the negotiations that 
led to the recent wage boosts readily appears from analysis of the NMU’s petition 
to the Wage Board for approval of the new rates. That petition applied to 19,865 
jobs on 468 ships. Of the jobs, 13,555 or 68 percent were on ships operated by 
subsidized companies. The number of ships was 275 or 59 percent of the total 

The bargaining power of the maritime unions does not stem solely from the 
inherent softness of subsidized companies that dominate an important employer 
group. Despite the Taft-Hartley Act ban on the closed shop, the maritime hiring 
hall today operates as an effective closed-shop arrangement, with only a slight 
bow in the direction of the National Labor Relations Board and the law it admin 
isters. Shipowners obtain virtually all of their personnel, both unlicensed and 
licensed, through the union hiring halls. About the only members of their crews 
they still pick for themselves are the masters. 

Despite their occasional jurisdictional squabbles and raids, few, if any, labor 
unions can boast as tight a control of the labor supply in their industry as can 
the maritime labor unions. Their control is so strong that despite a one-third 
expansion in shipping employment since Korea, they have been able to maintain 
closed unions as well as their closed shop hiring hall arrangement. When regular 
union members are unavailable for jobs, nonunion seamen are given trip or 
permit cards by the union entitling them to sail on a particular voyage, instead 
of being admitted to the union. They do not have equal job rights with union 
members. Ample evidence of the permit-card system and the extent to which it 
has grown in the past year can be found in the official publications of the unions. 
Thus expanding labor requirements for ships actually have strengthened rather 
than weakened union control of the labor supply. 
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TABLE V Trend of wages of an able seaman on vessels under British and 
United States registry, 1938-51 
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CONCLUSION 


The fact is clear that maritime wages and earnings have increased during 
the past 13 years at a much more rapid rate than any others in American in- 
dustry and that the seafarer now occupies one of its top-paying jobs. In the 


meantime, the rate of advance for foreign seamen has been far slower so that 
the American wage scale is now more than four times the British. 
What will be the result of the rapid and spectacular rise in maritime labor 
costs What will be its effect upon the future of American shipping? These 
questions of no less importance to maritime labor than to the shipowner. 
While precise answers will have to be deferred until after the present period of 
emergency, hostilities and crisis has passed, certain general and tentative con- 
usions seems justified. 
Present trends cannot continue without disastrous results to a privately 
owned merchant marine. The competitive position of American shipping has 
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een further weakened and it seems clear that an ever-widening differential 
between foreign and domestic cost is bound to kill off unsubsidized American-flag 
operation. Furthermore, it might well lead to important changes in the present 
ubsidy system which has for its basic purpose protection of the living standards 
of American seamen. The Government might well conclude that existing sub- 
sidy benefits are abused when they are used to win and maintain a standard of 


iving for seamen substantially above the average standard enjoyed in industry 
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quishing their position of d na » in the collective-bargaining councils of 
nagement and, instead of setting labor cost patterns, of following those estal 
ished by the unsubsidized segment of the industry. 

And maritime labor might well avoid headaches ahead if it were to reject the 


tionary and monopolistic practices of the past and adopt for its own liberal 
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{From Shipping Survey, March 1952] 


RELATIVE EARNING POWER OF AMERICAN SEAMEN 


Unlicensed personnel on American-flag freighters have apparently attained an 
average earnings level of $95.90 per week and $411.00 per month. These figures 
result from study and analysis of actual voyage payrolls covering over 27,000 
man-days at sea on voyages in the coastwise, intercoastal, North Atlantic, Far 
Eastern and round-the-world trades 

Despite its position as a substantial shipowner and operator and despite the 
financial interest it has bacause of national defense, foreign aid and the sub- 
sidy progra under the Merchant Marine Act, 1936, the United States Govern- 
ment collects and publishes virtually no statistics on the gross earnings of sea- 
men. In the absence of Government figures, a careful examination was made of 
seamen’s earnings on 18 separate voyages 

All of the voyages were begun afver June 15, 1951, the date when the last 
general wage increase for seamen and the 44-hour week became effective. The 


1S consisted of 6 coastwise voyages, 10 to 15 days each; 2 intercoastal voyages of 
54 days each; 4 North Atlantic-Northern Europe voyages lasting from 29 to 
64 days; 3 voyages to the Far Fast, 2 from the Gulf and 1 from the west coast, 
lasting from 49 to 8O days; and 8 round-the-world voyages lasting from 113 
to 117 days. Thus a fair cross section of the American-flag deep sea voyages 
was obtained. 


S ( MPRISES 27,871 MAN-DAYS 


The 680 crew members were paid in all for 27,871 voyage man-days. In order 
y current, two adjustments in the actual 
figures were made. One was to add the extra overtime which would have been 
earned had the 40-hour week been in effect to the earnings of each man before 
December 15, 1951, the date when the 40-hour week became effective The 
other adjustment was to add to the earnings of so-called day workers the $30 
and $15 per month which the various ratings will receive in lieu of the extra over- 
time earned by watchstanders under the 40-hour week through an agreement 
with the National Maritime Union recently negotiated. From these adjusted 
total earnings, the average monthly earnings of each of 22 unlicensed ratings was 
computed, and the resulting figures are shown in table I. 
It should be pointed out, however, that these earnings figures do not include 


te ( 


l 
ake the earnings figures completel) 





the total labor costs of the ship operator. Very substantial parts of his total 
labor costs are excluded, including p: id vacations of 2 to 3 weeks per vear 
for each seamar 0 cents per day per seaman to a union welfare fund: board 
nd lodging valued conservatively for tax purposes at $1.20 per day per man, but 
costing substantially more: social security payments amounting to 4.5 percent of 
gross wages including board and lodging: and various other allowances and 


payments to which seamen fre entitled by reason of their maritime employment. 
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TARLE I.—Average gross carings of unlicensed ratings on 18 voyages 
oveee Overtime 
Ratings Monthly iment AS percentage 
base pay adjusted of base pay 
Percent 
All unlicensed ratings ‘ $267. 71 $411. 00 53. 75 
Deck department 
Boatswain 333. 73 518. 70 55. 43 
Chief electrician 418. 72 630. 00 50. 46 
Assistant electrician 329. 48 484. 20 16. 96 
Carpenter 299. 51 477. 60 59. 46 
Plumber-—machinist 342, 14 461.10 34. 77 
Deck maintenance 276. 21 419. 10 73 
Able seaman 69 RO 114. 30 Rm RO 
Ordinary seaman 226. 2¢ 378. 60 67. 33 
Engine department 
Junior engineer, day worker 332. 81 2.70 55. 40 
Engine maintenance, day worker 332. 81 4 0 6.74 
Junior engineer 299. 51 432. 30 44. 34 
Deck engineer 299, 51 391, 80 30. 81 
Engineer, utility 209. 51 370, 20 23. 60 
Fireman . 262. 89 10, OF 55. 65 
Oiler 962. 89 308, 70 1. 66 
Wiper 259. 56 342. 90 32. 11 
Steward’s department 
Sf x 32 63 W), ( 9 
( 10k 909, 5] 465, 90 
Second cook and baker oe 972. 87 411.90 0). 95 
Assistant cook 249. 56 3 l », 22 
Utilits 6}, 2¢ 3 ( 3¢ 
Messman 226, 26 358, 80 8. 58 
A gross earnings were adjusted to give effect to t idditional overtir which would have been 
earned on v iw before Dee. 15, 1951, th late when the 40-hour week became effective, and the $30 and 
$15 per month increases recently negotiated for day workers (in lieu of additional overtime watchstander 
lay earn under the 40-hour week) so as to make earnings figures completely current. 


Earnings figures recently appearing in maritime union publications are sub- 
stantially higher than those resulting from this study. For example, the West 
Coast Sailors reported that the earnings of a boatswain on a recent 45-day voy- 
age on the SS. President Wilson were at a rate producing $946.50 monthly. The 
earnings of an able seaman (deck maintenance) were at a rate of $593.90 monthly. 
The same paper reported earnings of an able seaman on the SS. Edward 
Luckenbach at the rate of $752.10 monthly. These and other earnings figures pub- 
licized in the union papers emphasize the conservative nature of those in the 
accompanying tables. 

It will be seen from table I that average monthly earnings of the various 
ratings ranged from $342.90 for the wiper, who corresponds to an unskilled 
laborer ashore, to $630 for the chief electrician. The average for all unlicensed 
personnel was $411 per month. Overtime payments added from 23 to 67 percent 
to the base pay of the various ratings. The average amount of overtime earned 
was 53.75 percent of base pay, which is a tremendous percentage when compared 
to any shoreside occupation with the possible exception of building mechanics 
working exceptionally long hours on a rush job. 


AVERAGE ANNUAL EARNINGS CLOSE TO $5,000 


Average daily earnings at sea for all unlicensed personnel were $13.70. The 
average annual earnings figure out to $4,939.20 on a 12-month basis. After 
making allowance for the 3-week vacation period provided in the contract for 
continuous service and for the fact that during this period the seaman does not 
have an opportunity to earn overtime, the average annual figure becomes 
$4,762.91. However, even eliminating overtime during the vacation period, the 
lowest paid seaman, the wiper, would average $4,009.83 per year while the chief 
electrician would average $7,328.10. If both worked a full 12 months, they 
would receive in addition to their full annual earnings, base pay for the 3-week 
vacation period not taken, and in that event their annual earnings would be 
$4,249.83 and $7,769.10, respectively. It is interesting to note that the earnings 
of the boatswain referred to in the West Coast Sailors, computed on an annual 
basis, amount to $11,358 and those of the two able seamen come to $8,126.80 and 
$9,025.20 respectively. 
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With these figures on seamen’s earnings as a basis, a comparison with the 
rnings of shoreside workers is possible. The most rational comparison that 
might be chosen from those available would seem to be with gross wage pay- 
ments to employees of class I railways, reports of which are published each 


month by the Interstate Commerce Commission (statement No. M-300). This 











report seems partic od for comparison, first because it includes some 
of the same occupatior such as cooks, stewards, waiters, firemen, etc., and 
many closely ir occupatic to those found on shipboard ; and second because 
t sl S gl earnings of each occupation, whereas the occupational wage 
studies of the Bureau of ibor Statistics show only straight-time hourly rates, 
ind not gross earning The only valid comparison must be on a gross earnings 
ba because “ove ( ind nalty payments have for years cor stituted such 


a large percentage of seamen’s earnings and that fact is reflected in relatively 


Table II shows a comparison of the grass monthly earnings of various mari- 


time ratings, taken from table I, and the gross monthly earnings of comparable 
lass I railway workers, as derived from the ICC report for November 1951, the 
{ ible. It will be seen at once that the seaman is earning on the aver- 

e 26.2 percent re than the railroad worker, and the same is true in the 
se of the comparable jobs, in most cases by substantially greater percentages. 
lr} aatswain, for instance, probably is most comparable to the railroad’s 

1 f man, yet he earns nearly 64 percent more. Electricians aboard ship 

10 to SO percent more than electricians on railways. The shipboard car- 


er earns 66.6 percent more than the railroad carpenter, and the ship 
imber-machinist outearns similar railroad mechanics by 35 to 40 percent. 
Deck maintenance men and able-bodied seamen outearn the railway’s classi- 
d laborers (shop men) by approximately 60 percent, while an ordinary seaman 

killed) makes 50 to 68 percent more than general laborers on the railroads. 


In the engine department, the spread between seamen’s earnings and those hay- 


ig comparable obs iway s hot quite s yreat, but still ranges up to 53 
ercent higher. Deck engineers and engine utility ratings, whose base pay is 
ne as that of the junior engineers, were not carried on most of the voy- 


ves contained in the survey. Reference to table I indicates that these ratings, 

en carried, earned comparatively less in overtime than the average, a fact that 

to explain why their earnings were only 14.1 and 7.8 percent above those 

foremen on the railroads. Ship stewards earn 32 percent more than 

rail tewards, cooks from 30 to 47 percent more, and waiters and messmen 

from 34 to 36 percent more, 

rie average weekly gross earnings of an unlicensed seaman while at sea, as 

d ved from table I, are $95.90. This figure may be compared to the BLS aver- 

weekly earnings figures for such industries as construction and mining. The 

BLS average weekly earnings figures for December 1951, for metal mining was 

9.90, and for contract construction, $84.43, The seaman in each case earned 
} 3.0 percent, respectively. 








re by 20.3 and 13 
Here are some other BLS average weekly earnings comparable to the seaman’s 


$95.90: 





Food and kindred products_.._--_----- 4. OF 
Tobacco manufactures__............... 65 
mill products__- wukddd ‘ 70 


: ; ; : = 30 

mber Qbd Wood QUOGQessu cise di lA he ces hnwccwnnnnns 37 
Furniture and fixtures i cease lal ae : 02 
de se EE i RO RE AEE aN 88 
Printing and publishing a enantio 67 
Chemicals and allied industries 39 
Products of petroleum and coal s 41 
SUI MU eke cnieepencnerntinenienialeds rieiniaen pment dno abakeas 01 
Leather and leather products .78 
‘lay, and glass products__ 47 





stone, 





Primary metals industry......_....-.--- Sea 30 
Pepriented Giethii mete ee bo et 08 


eee bitten bate atta hte pte 79. 95 
Plectrical machinery__........--....... snissdicetbeend ghia bmp tach cate atthe tel te SS 69. 84 

ansportation equipment_- 79. 16 
Instruments ‘ wane é ibe ‘ 70. 98 
Locel raliways QRG DUG TRICE... nncsncscnscnccntannesnnsnabeeaeens 75. 30 
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Gas and electric utilities__._..__--- ! & : _ $78 
Wholesale trade 
Retail trade 





TABLE II.—Average monthly earnings of unlicensed seamen compared with those 
in occupations in class I railways 


Maritime , Railway exce 
Railway job classification ; 


Maritime ng : , 
Maritime rati earnings earnings ! maritime 
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labor 
f 1 2 ) > 2 
( 630. 00 . i a a 
, , E] ical WOrKer i 4 : 
A t an 484. 20 ) 
( ‘ 47 ) I : 226. 6.6 
{ ] 27. 2 .8 
t 461. 10 I ri 
iM 
tena 419. 1 ‘ 1 lat ) 264 0.9 
) ind wer i 
A 414.30 |)Cla 1 I Oo} ( ( 6 1 
St | lant 
1 ul) ré ops, ¢ 225. 19 68.1 
i We ant 
( ral | rer tores 1 ice 242. 7 Y 
' 
I I l I « ea 
( sf 
plar 
ommo at rs ations, war 251. 72 0. 4 
yu piatiorm nd grain ele 
vators 
2 | : . f wo If 4 
| 4 { - 
‘ I { { 
Gane f ( { ’ 
| 
I ti vat r 4 2 5 r 2i.4 
Ci ) 
( ‘ J 
)St ‘ { 
l “ 
W ( ‘ } 2.2 
I t Ix 
I 
val ( f 2 
C} 4/ ( ' 
4] wif | 
W f 
\ 8.80 if er } 
lw é ‘ t I 
t w t 
t ] t I eau ( t IC 
A Iril t t t I t € 
I 
J l l ( ] except p l, ex r i 
] l, i ] i 
e: ¢ I way I mi No. M { ‘I 
I Stat ] tate ¢ I ( i ¢ I 


It will be seen from these figures that seamen’s average gross earnings are 
higher than those of workers in any of the industries ashore that are listed above 
and there is no industry group in the BLS figures that approaches the earnings 
of the average seaman. 
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lable III shows the cumulative percent distribution of families and unrelated 
ndividuals by total money income levels in 1949. It provides another comparison 
for seamen’s earnings. Unfortunately, the Bureau of Census income distribution 
figures are for 1949, and no later figures are available. The median income in 
lvoe undoubtedly will be higher than $2,599, possibly by 10 percent, but it will 
till be far below the average seamen’s earnings of $4,939.20. In fact, as of 1949, 








more than 79.5 percent, or almost four-tifths of all families and single individuals 
received le ncoine than the average seamen eurns today. And the highest paid 
Inticensed seamen i \ highe comes than over 90 percent of the pec ple 
a 140 
rhe | hart on page 5s s a third and tinal comparison, this time between 
verage earnings of a1 le-bodied seaman and those of production workers 
manufacturing indu s from 1930 1 vo2. The bars showing production 
rkers’ earnings are don BLS t: es. The A. B. earnings from 1930 through 
rep f tl sureau of Mar'ne Inspection; from 1939 through 
} tud th i Marit e Commission; from 1945 to 1952 they are 
es ated; and present earnings are from tab!e I. For the first 10 years, there 
us justification for the seaman’s complaint of low wages. His earnings 
ere ir below the avera i anufacturing, and lazged behind them through 
l f the 1930's li 9%, which incidentally marked the beginning of 
World War II, seamen’s earn s jumped to : tv with shoreside workers. In 
40, his « nings he ! those of manuf ring workers and the gap 
ntinued tog Loe In Januar Loz, the able seaman Was earn 
S414 month as i l to $287.87 average in manufacturing, or 42.8 per 
ent ‘ 
N rH IN Lt ( LURING 
( i f these figures and parisons is clear American 
seame y rank 1 the top of America ndustry so far as their earning 
oes They are cil re mon lan the eat bulk of skilled and 
emis ed I s in shoreside industri The average annual income of sea- 
i ov hi f appr I four-fifths of all families in America. Since 
39, seamen have ear l re than the average manufacturing worker, and their 
enl igs have ad ic] re ra in the 13 years since, until today the 
ve ‘ B. « 1? pers nore ! iverage manufacturing worker 
| e fig ( help ‘ ) I hv th ‘me an sl p operator, whose wage 
cos averaged : it l those of foreign-flag competitors in 1936 when the 
Mer nt M: ie A Ss¢ I t rure on wage costs nearly quadru- 
ple tl of ul fh gn-flag competitors 
TABLE III] Cun ative ( t distribution of families and unrelated individuals 
money CO) ‘ n 1949 F'rom Bureau of Census Series PC-7, 
\o 
j cent of Percent of 
, i | familie ind 
ited unrelated 
ind salsa | individua 
Unde ce ’ Under recet d 
SOW) 13 71 S4.500 7 8 
| “) 92 Q | S5.000 - R319 
$1.500 oh. & | $6,000 90.3 
Ss? O00 39. 0 | S7.000 93. 8 
S° 500 $8.3 S10.000 97.6 
Mn D6. Ss — 
100 66. 4 Potal 100. 0 
$4,000 73. 8 | Vedian income _. $2,599 





The broad picture painted by all these figures is the transformation of the 
seaman, since passage of the Merchant Marine Act, 1936, from a worker who 
eceived substandard wages to one whose compensation today is virtually the 
highest in American industry. There is no question but that one of the pur- 
poses of the 1936 act was to raise the level of seamen’s pay because Congress 
wrote into that statute a provision (sec. 301) requiring the. newly created 
Maritime Commission to prescribe minimum wage scales for all officers and crews 





employed on all types of vessels receiving an operating differential subsidy and 
to incorporate the minimum scales in all operating subsidy contracts. 





ye 
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\BOR S SUGGESTION IN 19 


Reference to the legislative history of the minimum wage provision of the 
law seems to indicate an intention, on the part of labor at least, that the scales 
to be set would be related to earnings in shore industries During the 19385 
hearings there was apparently no thought that maritime earnings would ever 
outstrip those ashore, and the object appears to have been to establish a leve 
below shoreside wage levels that was related to a similar differential abroa 
Testifying that year on H. R. 7521 (74th Cong., Ist sess.), Hoyt Haddock, then 





( 





president of the American Telegraphists Association and now executive secre 
tary o the CIO Maritime Committee, suid 

“Tn connection with that, it is our opinion that the Federal Maritime Authority 
should have the right to determine all tinimum wages, and that they should 
deterinine such minimum wages in accordance with wage aid in other mar 
time industries and based on the differeitial that exists ina | re indu 

‘or example, we will assume that in England a metalworker in a shipyerd 
makes $5 a day and a seaman makes $2 a day. That dilie tial should be ma 
tained in the minimum salaries applied to American seamen 


“The CHAIRMAN. Why, if you are going to take a differential, do you refer to 
one class of industry? Are you going to take the differential in that fashion as 
ap lied to seamen? 

“Mr. Happock. I was merely making a specific example. I would not merely 
compare the seaman in England with the ironworker in the shipyard. I would 
take several allied industries and average up the salaries of the employees there 
and compare them with the seamen and average up those same employees in 
the allied American industries and maintain the same differential as to minimum 
wages. * * *” 

In the light of maritime pay scales existing before passage of the 1936 act, it 
is understandable why the record of the hearings contains little that is helpful 


today on what the various witnesses thought should happen in the then remote 
and unlikely event that the tables would be turned and that seamer! ould be 
come virtually the top wage earners in America. The record of the debates is 
no more helpful 

Chere is, however, in the statute itself clear evidence that Congress wished 





to hold within bounds, that at the time seemed reasonable, the compensation 
directors, gtlicers, or employees of subsidized companies, including managing 
trustees or administrative agents. To accomplish that purpose, section 805 of 
the 1936 act plainly and unequivocally prohibited the payment, directly or indi- 
rectly, of more than $25,000 annually to any such person by any contractor 
holding an operating subsidy contract 

Despite the absence of any discussion in the hearings and debates of any need 


to protect the Public Treasury from the possibility of subsidizing excessive wage 
scales, Congress nevertheless wrote into section 603 (b) of the law a rule of 
reason which requires that operating-subsidy contracts provide “that the amount 
of the operating-differential subsidy shall not exceed the excess of the fair and 
reasonable cost of * * * wages and subsistence of officers and crews, and any 
other items of expense in which the Commission shall find and determine that 
the applicant is at a substantial disadvantage in competition with vessels of the 
foreign country hereinafter referred to, in the operation under United States 
registry of the vessel or vessels covered by the contract, over the estimated fair 
and reasonable cost of the same items of expense * * * if such vessel or vessels 
were operated under the registry of a foreign country whose vessels are substan- 
tial competitors of the vessel or vessels covered by the contract.” 

It is clear that the “fair and reasonable” limitation relates only to the portion 
of the total wage cost that is to be taken into account in determining a basis 
for subsidization. It is in no sense a limitation upon the wages that can be 
demanded or granted in collective bargaining. 

As required by the statute, the “fair and reasonable” clause has been included 
in all operating-subsidy contracts. But how this clause is interpreted and 
administered is not at all clear. The Federal Maritime Board and the Maritime 
Administration issued under date of September 26, 1951, its Manual of General 
Procedures for Determining Operating Subsidy Rates, and part II of that manua! 
is entitled “Procedure for Determining an Operating-Differential Subsidy Rate 
for Wages of Officers and Crew.” It is there stated: 
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COMPARISON OF AVERAGE MONTHLY EARNINGS 
OF ABLE SEAMEN WITH THOSE OF PRODUCTION WORKERS, 1930-1952 





AVERAGE MONTHLY EARNINGS 
OF AN ABLE SEAMAN 








AVERAGE MONTHLY EARNINGS 
OF PRODUCTION WORKERS IN 
MANUFACTURING INDUSTRIES 
Source: US. Bureau of Lobor Statistics 


| 
aaa 
440484) 


1930 1931 1932 1933 1934 1935 1936 1937 1936 1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 1950 1951 1952 
JANUARY 
NOTE: Source of Able Seamen's Eornings: 1930-28, Report Series No. 12 of Bureay of Marine Inspection end Novigation *to June 15, 1951 
Deportment of Commerce; 1939-1945, report dated Feb. 13, 1944, of Maritime Commission, Division of Economics **june-Dec. 15, 1951 
ond Statistics on “Trend of Average y Earnings of Seamen Employed on American-flag | Type Vessels ***ofter Dec. 15, 1951 
Engaged in Deep Seo Shipping”; 1945 to June 1951, monthly bo ages under appliceble NMU agreements plus 
@n estimated 40% odjustmert for overtime; June 195) to Jon. 31, 19 om AASO wage study of voyage records. 





“Fair and reasonable United States monthly wage cost estimates shall be com- 
puted for each ‘predominant’ vessel type operated in a geographical trade area” 

And the manual! states further 

“The United States estimates shall, in the first instance, be based upon certified 
statements submitted by the subsidized operators covering annua] or other 
subsidizable periods of operation, unless the reported costs are excessive. In- 
creases of excessive costs, as discloser by an analysis of the various elements 
constituting total wage costs of the fleet operations, the Board shall, for the 
purpose of averace fair and reasonable costs, delete from such costs individual 
voyage costs W hich are determined to be excessive. 

“If the overall costs of the subsidized operator’s fleet operations are excessive, 
after the aforementioned adjustments, the reported costs shall not be used, and 
the estimates shall be based upon a fair and reasonable cost.” 

Just what the quoted language is intended to mean is difficult to determine. 
Presumably anything that is unfairly and unreasonably high is excessive and the 





reverse must also be true. Accordingly, anyone trying to interpret the procedure 
outlined would have to know what standards the Board and the administration 
would apply in determining what is “excessive” before he could know what would 





be considered unfair and unreasonable. And if costs that are “excessive” are not 
to be used and in lieu thereof estimates are to be based on “fair and reasonable 
costs,” some criteria of the latter would have to be found before it would be 
possible to interpret the prescribed procedure. And there is nothing in the 
manual that gives any inkling as to how these problems should be solved. The 
answers apparently lie in the field of unresolved or undefined policy. 

In the Shipping Survey published last November, it was pointed out that those 
companies that are subsidized occupy a somewhat different position in collective 
bargaining than the others that are unsubsidized. The subsidy is measured in 
large part by the difference between domestic and foreign wage costs. The 
Government pays the difference and, except for such policies as might be invoked 
under the statute, the “fair and reasonable” clause in the contracts, and the 
manual, the Government pays the difference no matter how high, domestic costs 
may go. On the other hand, the full economic impact of increasing costs falls 
squarely on the unsubsidized companies who are unable to pass the increases 
along to the Government. 


Ordinarily it would probably be true that “fair and reasonable” wage scales 





I 
result fr 


! rom free collective bargaining conducted in accordance with the policies 
laid down in the statutes relating to labor-management relations. But in ship- 
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ping, doubt is cast on this general assumption by the unequal effects of the 
subsidy system. Even though the economic interests of subsidized and unsubsi- 
dized companies in collective bargaining are substantially different, both groups 
must in the end pay the same wage scales. Both groups resist increases but the 
force of resistance of those whose economic interests are less vitally affected can- 
not help but be less vigorous. 

Another factor that makes it questionable whether collective bargaining as it 
is conducted in shipping can be relied upon to establish automatically a “fair and 
reasonable” wage level is the hiring hall arrangement which, in conjunction with 
inion policies restricting the admission of new members, virtually amounts to a 
“closed shop” monopoly of jobs at sea. “Closed shop” practices are illegal under 
the present law and economic sanctions that are enforced through what is vir- 
tually a “closed shop”? may well produce results that cannot in good conscience 
be designated “fair and reasonable.” 


HIATUS IN NATIONAL POLICY 


An economy created by war, reconversion, and the emergencies growing out of 
political tensions has brought about a temporary situation in which it has been 
possible for American shipowners in foreign trade to absorb present high wage 
costs. But apparently the peak has passed, at least temporarily. Government- 
owned ships that not long ago were broken out of lay-up to satisfy the tremendous 

emand for tonnage that had been generated by world conditions, are now being 
returned to the reserve fleets because they now represent surplus and unneeded 
tonnage. 

The real pinch will probably not be fully felt until the rest of the Government- 
owned ships have been retired from service and competitive conditions are 
restored in world trade. When that time comes, the prospects for unsubsidized 
American-flag common carriers in foreign trade will be dark indeed. 

And what about the domestic coastwise and intercoastal trades? The success 

f these services depends upon rates that are lower than those chs 


arged by com- 
peting transportation services ashore. And lower rates depend upon lower 
costs. Disproportionally high wage costs, whether for seagoing labor, for cargo 
handling or both, inevitably destroy the traditional competitive advantage of 
domestic common carriers by water. Without that advantage the water services 
eventually will have to discontinue operation 
The Shipping Survey last November discussed the dominant position of the 
subsidized companies in collective b: 


that is inhe 





raining. It pointed also to the weakness 





nt when a group of bargainers is able to pass its concessions along 





to the Gover ent. Such weakness seems to stem more from a hiatus in national 
olicy than from any predisposition of the bargainers themselves. The result, 
however, is that those who are unsubsidized and who have every economic incen- 


t y +A 


e to resist demands that seem on the facts to be unfair and unreasonable, have 
no alternative but to absorb the concessions that the Government 


ays for the 
subsidized companies or go out of business. 


When the earnings of workers in a subsidized industry reach the top of the 
industrial wage ladder, and when a substantial portion of those es are 
paid by the Government, it seems only proper to consider seriously where the 
“fair and reasonable” level is. Has it now been reached? Has it been passed? 
Or does it still lie ahead? The future of a large part of the merchant marine 





} 


may well depend upon formulation of sound policy to apply in finding a rational 
answer to these questions. 
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The relative 


ngs of unlicensed personnel on 18 voyages in 1951 adjusted 
s prevailing on Dee. 15, 1951, and (IT) wage increases 


tz award retroactive to June 16, 1952 
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4 BILI 

the Ne e and House o R pre entatives of the United 
( assembled, That this Act may be cited as the 

t Amendments of 1953.” 
of the Merchant Marine Act, 1936, as amended, is amended 
_ for the national defense and development of its 
mumerce that the United States shall have a merchant 
to carry its domestic water-borne commerce and a substan 
water-borne export and import foreign commerce of the 
ipable of serving as a naval and military auxiliary in time 
ergency, (¢) owned and operated under the United States 
he United States, and (d composed of the best equipped, 
able types of vessels, constructed in the United States and 


ed and efficient citizen personnel It is hereby declared 
e United States to foster the development and encourage 
uch a merchant marine.” 

of the Merchant Marine Act, 1986, as amended, is amended 


he the duty of the Commission to make a continuing survey 


rchant marine to determine what additions and replace- 
1 appropriate in order to carry forward the national policy 
101 of this Act In conducting such survey, the Commission 
te sely with the Navy Department as to national defense 


» speedy adaptation of the merchant fleet to national defense 

other interested 
ord the best and 
mn ft passengers and crew against fire and all marine 


so to cooperate with ship operators and 
0 the planning of vessels designed to aff 


f the Merchant Marine Act, 1% 





as amended, is amended 
n is authorized and direct to investigate, determine, 


st of construction of comparable vessels in the United 
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‘(b) The relative cost of wages of officers and crews in the operation of con 
parable vessels under the laws, rules, and regulations of the United States and 
nder those of the foreign countries whose vessels are substantial competitors 
of American flag vessels: and 


(c) New designs, new methods of construct and new types of equipment for 





vessels; the possibilities of promoting the 


rry 





ing of American foreign trade i 





American s; and intercoastal and inland water transportation, including 
heir relation to transportation by land and air.” 
Ss ». Section 215 of the Merchant Marine Act, 1936, as amended, is repealed 
Sec. 6. Title ITT of the Merchant Marine Act, 1936, as amended, is amended 


bv inserting at the end thereof a new section reading as follows 


“See, 308. The Commission is authorized and directed to investigate employ 








nt and wage conditions in the vario basie industries and in the various 
occupations therein that are most comparable with those on board vessels for 
he ] » of determining, on a fulltime monthly basis, the prevailing earnings 
f empl ndustries and occupations At the beginning of each year 
he (Ce iblish such prevailing fulltime monthly earnings in the 
ed a the fullfime monthliv ear g oO} ublished shall be used 
7) 603, for the purpose of dete ning the maximum amount 
of wa ibsidy to be paid with respect to each voyage during such 
ven} 

Sec. 7. (a) Section 502 (a) of the Merchant Marine Act, 1936, as amended. 

S il ( ded to read as follows 
1) If the Secretary of the Navy certifies his approval under section 501 (b 
of this Act, and the Commission approves the application, the applicant shal 
tain and submit to it bids for the construction of the proposed vessel according 
to the approved plans and specifications If the Commission considers the bid 
of the shipyard in which the applicant desires to have the vessel built fair and rea 
sonable, it may approach such bid and become a party to the contract or contracts 


or other arrangements for the construction of such proposed vessel and may 


ee to pa 1 ‘construction-differential subsidy’ in an amount determined by 
the Commission as hereinafter provided, and for the cost of national-defense fea 
tures The construction-differential subsidy and payments for national-defense 
features shall be based on the lowest responsib!e domestic bid. No construction 


differential subsidy shall be paid unless the said contract or contrac 


3 or other 
rrangements contain such provisions as are provided in this title to protect 
the interest of the United States as the Commission deems necessary 
(b) Section 502 (b) of the Merchant Marine Act, 1936, as amended, is amended 
to read as follows: 
‘(b) The amount of the construction differential subsidy may equal, but not 
é eed, the excess of the bid of the shipbuilder constructing the proposed vesse 


(excluding the cost of any features incorporated in the vessel for national 


defense uses. which shall be naid bv the Cor ssion in additix to the subsidy) 
ove the fair and reasonable estimate of cost, as determined by the Commission 
f the construction of the proposed vessel if it were constructed under similar 

ins and specifications (excluding national-defense features as above pro 


vided) in a foreign shipbuilding center which is deemed by the Commission f 


nish a fair and representative example for the determination of the estimated 
foreign cost of construction of vessels of the type proposed to be constructed 
The mstruction differential approved by the Commission shall not exceed 33 
per centum of the construction cost of the vessel paid by the Commission (exclud 
ng the cost of national-defense features as above provided) except that in case 

here the Commission possesses convincing evidence that the actual differentia 
is greater than that percentage, the Commission may approve an allowance not to 
exceed 50 per centum of such cost, upon the affirmative vote of four members 
‘ ept as otherwise provided in subsection 201 (a) In the event that the Com 

have reason to believe that the bidding in any instance is collusive, it 

hall report all of the evidence on which the Commission acted (1) to the Attorney 
General of the United States, and (2) to the President of the Senate and to the 
the House of Representatives if the Congress shall be in session or if 
the Congress shall not be in session, then to the Clerk of the Senate and the Cler! 
of the House respectively.” 

(ce) Sections 502 (¢) and (g) and 504 of the Merchant Marine Act, 1936, a 
amended, are repealed 

Sec. &. Section 503 of the Merchant Marine Act, 1936, as amended, is amended 
by striking out everything after “shipbuilder” in the first sentence and inserting 


f ) 


n lieu thereof the followin 
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“, the vessel shall be documented under the laws of the United States and shall 


remain documented under the laws of the United States for not less than twenty 
years. 

Sec. 9. Section 506 of the Merchant Marine Act, 1936, as amended, is amended— 

(a) by striking out “service other than the service covered by such agreement” 
from the second sentence and inserting in lieu thereof ‘the domestic trade”; and 

(b) by adding at the end of such section a paragraph to read as follows: 

“Notwithstanding the foregoing provisions of this section, every owner of a 
vessel for which a construction-differential subsidy is hereafter paid and with 
respect to which the agreement heretofore required by this section has not been 
made shall undertake and agree that the vessel shall not be operated in the 
domestic trade. The foregoing restriction shall run with the title to such vessel 
and be binding on all owners thereof.” 

Sec. 10. Section 509 of the Merchant Marine Act, 1936, as amended, is amended 
by striking out everything therein following the third sentence. 

Sec. 11. Section 510 (b) of the Merchant Marine Act, 1936, as amended, is 
amended by striking out everything therein fullowing the third sentence and 
inserting in lieu thereof: 

“The allowance shall, upon the transfer of the obsolete vessel to the Commis- 
sion, be paid, for the account of the owner, to the person selling or to the ship 
builder constructing such new vessel,” 

Sec. 12. Title V of the Merchant Marine Act, 1936, is amended by adding at the 
end thereof a new section to read as follows: 

“Sec. 512. (a) Any citizen of the United States who owns in whole or in part 
any vessel of not less than two thousand gross tons documented under the laws 
of the United States and operated without the aid of an operating-differential 
subsidy continued in effect pursuant to section 22 of the Merchant Marine Act 
Amendments of 1953 may, at his election, amortize the cost of such vessel in 
such manner and such annual amount as he deems appropriate, and for the 
purposes of Federal income and excess-profits taxes shall, subject to the limita- 
tions hereinafter provided, be entitled in any taxable year beginning after 
December 31, 1949, to a deduction of the portion of the cost so amortized in 
such taxable year. The amortization deduction under this section with respect 
o any vessel for any taxable year shall be in lieu of the deduction for exhaus- 
tion, wear and tear, and obsolescence with respect to such vessel for such year. 

“(b) The cost that may be amortized under this section shall be the cost or 
other basis (under the Federal income-tax laws) to the owner upon the acquisi- 
tion of the vessel, except that, in the case of any vessel acquired prior to the 
ile year for which an election with respect to such 
vessel is made under this section, the cost that may be amortized under this 
section shall be deemed to be the adjusted basis (for determining gain under 
the Federal income-tax laws) of the vessel on the first day of such first taxable 
year for which an amortization deduction with respect to the vessel is taken 
under this section. In either case proper adjustment to the cost that may be 
amortized shall be made for subsequent expenditures, receipts, retirements, or 
other similar items properly includible in the capital account of the vessel. 

“(¢e) The amortization deduction that may be taken for any taxable year 
with respect to any vessel shall in no event be greater than an amount equal 
to one-fifth of the adjusted basis (for determining gain under the Federal income- 
tax laws) of the vessel as of the close of such taxable year (such adjusted basis 
for this purpose to be computed without regard to any amortization deduction 
under this section with respect to the vessel for such taxable year or prior tax- 
able vears). For the purposes of Federal income and excess-profits tax laws, 
the basis of a vessel with respect to which an amortization deduction is taken 
under this section shall not be adjusted for amortization allowable under this 
section which was not actually taken and allowed. 

“(d) The election of the taxpayer to take the amortization deduction for any 
year with respect to any vessel shall be made only by a statement in its tax 
return for such taxable vear setting forth the vessel or vessels in respect of 
which an amortization deduction is being taken and the amount for each such 
vessel as determined by the owner. Such election (including the amounts so 
determined) shall be irrevocable for the particular taxable year for which made. 

‘(e) In determining the maximum amount which the United States shall be 
required to pay with respect to a vessel purchased or requisitioned by it, which 
vessel is subject to the provisions of section 802, the amortization taken pursuant 
to subparagraph (c) of this section shall be controlling in determining the 
depreciated value of such vessel: Provided, however, That if the taxpayer 
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returns to the Commission any net tax benefits which he may have received 
over the entire life of the vessel prior to its purchase or requisition by the 
United States, over and above the tax benefits which would have been received 
had depreciation been computed on the basis of a twenty-year useful life, then 
depreciation for the purposes of section 802 shall be computed on the basis of 
such twenty-year useful life. 

“(f) The depreciation taken pursuant to subparagraph (c) of this section 
shall be controlling in fixing the depreciated value of an obsolete vessel in 
connection with determining the amount of the allowance of credit to be made 
therefore by the Commission under the provisions of section 510 (d): Provided, 
however, That if the taxpayer returns to the Commission any net tax benefits 
which he may have received over the entire life of the vessel prior to its 
acquisition by the Commission under section 510, over and above the tax benefits 
which would have been received had depreciation been computed on the basis 
of a twenty-year useful life, then depreciation for the purposes of section 510 (d) 
shall be computed on the basis of such twenty-year useful life. 

“(g) If any vessel with respect to which an amortization deduction has been 
allowed as provided in subparagraph (a) of this section (or property having a 
substituted basis by reference to such vessel) is sold, exchanged, distributed, or 
otherwise disposed of (except as provided in subparagraph (f) of this section and 
except to the extent that gain is not recognized by reason of section 511 (c) 
of this Act as amended or section 112 of the Internal Revenue Code), then the 
excess over the adjusted basis of the vessel (or of the property having a sub- 
stituted basis by reference to such vessel) , of— 

(1) in the case of a sale or exchange, the amount realized ; or 

“(2) in the case of a distribution or disposition other than by sale or exchange, 
the fair market value of the vessel or property at the time of such distribution 
or disposition ; 
shall, to the extent of the excess of such amortization deductions allowed, over the 
amount of depreciation deductions which would otherwise have been allowed, be 
considered, for the purposes of the provisions of title I of the internal Revenue 
Code, as short-term capital gain. For Federal tax purposes, the earnings and 
profits of any corporation which has been allowed an amortization deduction as 
provided in this section shall not be decreased by the excess of the amortization 
deduction for any taxable year over the amount of the depreciation deduction 
which would otherwise have been allowable for such year. The term ‘substituted 
basis’ as used in this section shall have the same meaning as in section 113 (b) (2) 
of the Internal Revenue Code.” 

Sec. 13. Section 601 of the Merchant Marine Act, 1936, as amended, is amended 
to read as follows: 

“Seo. 601, (a) The Commission is authorized and directed to consider the ap- 
plication of any citizen of the United States for financial aid for the account of 
the licensed and unlicensed personnel employed or to be employed in the opera- 
tion of a vessel or vessels, which are to be used in the foreign commerce of the 
United States. No such application shall be approved by the Commission 
unless it determines that (1) the operation of such vessel or vessels is necessary 
or appropriate in order to meet foreign-flag competition and to promote the foreign 
commerce of the United States, and that such vessel or vessels were built in the 
United States, or have been documented under the laws of the United States not 
later than February 1, 1928, or actually ordered and under construction for the 
account of citizens of the United States prior to such date; (2) the applicant 
owns, or can and will build or purchase, a vessel or vessels of the size, type, and 
speed, and with the proper equipment required to enable him to meet competitive 
conditions, and to promote foreign commerce; (3) the applicant possesses the 
ability, experience, financial resources, and other qualifications necessary to 
enable him to operate and maintain the vessel or vessels as to meet competitive 
conditions and promote foreign commerce; (4) the granting of the aid applied 
for is reasonably calculated to carry out effectively the purposes and policy of 
this Act. 

“(b) Every application for a wage-differential subsidy under the provisions of 
this title shall be accompanied by statements disclosing the names of all persons 
having any pecuniary interest, direct or indirect, in such application, or in the 
ownership or use of any vessel covered thereby, and the nature and extent of any 
such interest, together with such financial and other statements as may be 
required by the Commission. All such statements shall be under oath or affirma- 
tion and in such form as the Commission shall prescribe. Any person who, in an 
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application for financial aid under this title or in any statement required to be 
filed therewith, willfully makes any untrue statement of a material fact, shall be 
guilty of a misdemeanor.” 

Sec. 14. Section 602 of the Merchant Marine Act, 1936, as amended, is repealed. 

Sec. 15. (a) Section 608 (a) of the Merchant Marine Act, 1986, as amended, 
s amended to read as follows: 

“(a) If the Commission approves the application, it may enter into a contract 
with the applicant for the payment of a wage-differential subsidy determined 
in accordance with the provisions of subsection (b) of this section, for the opera- 
tion of such vessel or vessels in the foreign commerce of the United States for a 
period not exceeding twenty years, and subject to such reasonable terms and 
conditions, consistent with this Act, as the Administration shall require to 
effectuate the purposes and policy of this Act.” 

(b) Section 608 (b) of the Merchant Marine A 
to read as follows: 

“(b) Such contract shall provide that the amount of the wage-differential 
subsidy with respect to any vessel for each voyage in the foreign commerce of the 
United States shall be an amount equal to the excess of the actual wage cost 
(officers and crew) for such voyage (or of a constructive Wage cost determined 
hy the Commission by using the applicable prevailing full-time monthly earn- 
ings published under section 3038 in lieu of actual wage rates, if the constructive 
Wage cost so determined is less than actual wage cost) over what the Commission 
determines would have been the wage cost of operating such vessel on such voyage 
under the flag of the foreign country whose vessels are the principal competitors 
of vessels of the United States in foreign commerce.” 

Sec. 16. Section 604 of the Merchant Marine Act, 1936, as amended, is 
repealed. 

Sec. 17. Section 605 (a) is amended by striking out in the proviso in the first 
sentence “on a round-the-world voyage or a round voyage from the west coast 
of the United States to a European port or ports or a round voyage from the 
Atlantic coast to the Orient which includes intercoastal ports of the United 
States or a voyage in foreign trade on which the vessel may stop at an island 
possession or island territory of the United States,’ and by inserting in lieu 
thereof the following: “with respect to any such voyage if the contractor engaged 
in such coastwise or intercoastal trade as an incident to an operation in the for- 
eign trade of the United States prior to August 15, 1945”. 

Sec. 18. Sections 605 (c), 606 and 607 of the Merchant Marine Act, 1936, as 
amended, are repealed 

Sec. 19. Section 608 of the Merchant Marine Act, 1936, as amended, is amended 
to read as follows: 

“Sec. 608. No contract executed under this title or any interest therein shall 
be sold, assigned, or transferred, either directly or indirectly, or through any 
reorganization, merger, or consolidation without the written consent of the 
Commission”. 

Sec. 20. Sections 704 through 714, 803, 805 (b) and 805 (ce) of the Merchant 
Marine Act, 1936, as amended, are repealed. 

Sec. 21. The Merchant Marine Act, 1936, as amended, is further amended by 
striking out “operating-differential” wherever appearing in said Act and inserting 
in lieu thereof “wage-differential” ; 

Sec. 22. The amendments and repeals made by this Act shall not have the 
effect of terminating any operating-differential subsidy agreement entered into 
prior to the date of the enactment of this Act, and the provisions of the Mer- 
chant Marine Act, 1936, as in effect prior to the date of the enactment of this 
Act shall continue in effect for the purposes of but only for the purposes of 
enabling such agreements to be observed and carried out according to their 
terms. The holder of any such agreement may, however, by written notice to 
the Commission within one year after the date of the enactment of this Act, 
elect to terminate such agreement and make a new wage-differential subsidy 
agreement under the Merchant Marine Act, 1936, as herein amended. 


‘t, 1936, as amended, is amended 


AN ANALYSIS OF PRoposep “MERCHANT MARINE Act AMENDMENTS OF 1953” 

Section 1 of the bill states the title of the proposed act as the “Merchant 
Marine Act Amendments of 1953”. 

Section 2 of the bill would amend the “Declaration of Policy” set forth in see- 
tion 101 of the Merchant Marine Act, 1936, to delete the reference to so-called 
essential routes and to strengthen the objective of promoting privately-owned 
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American-flag operations by eliminating the qualifying phrase “insofar as may 
be practicable”. 

Section 3 of the bill would amend section 210 of the 1986 Act to omit certain 
obsolete language that had application to the transfer of the functions of the 
old Shipping Board to the Maritime Commission in 1936, to omit reference to 
so-called essential routes and to provide for cooperation “with ship operators and 
other interested persons” as well as with the Navy in the planning of new vessels. 

Section 4 of the bill would amend section 211 of the act to delete a number of 
obsolete provisions that had application to the transfer of the functions of the 
old Shipping Board to the Maritime Commission in 1936 and to delete all refer- 
ences to so-called essential routes. 

Section 5 of the bill would repeal section 215 of the act which authorizes the 
Maritime Commission to purchase vessels for operation on so-called essential 
routes and which had application to temporary Government operation of certain 
American lines in 1936. 

Section 6 of the bill would add a new section 308 to direct the Maritime Admin- 
istration to investigate employment and wage conditions in various basic indus- 
tries and to determine the prevailing fulltime monthly earnings in occupations in 
such industries comparable to those on shipboard for the purpose of determining 
the maximum amount of the “wage-differential subsidy” which would be payable 
under the proposed amendments to section 603. Under such a “wage-differential 
subsidy”, the Maritime Administration would pay a subsidy measured by the 
difference between the lower of actual crew wages or the prevailing wages in 
other industries and the crew wages of our principal maritime competitor in 
foreign trade. No subsidy payments would be available on account of other cost 
items such as insurance, maintenance, repairs and subsistence which are sub- 
sidizable under the present law. 

Section 7 of the bill would make a number of changes in section 502 of the 
act, While at the same time repealing section 504 and incorporating much of its 
language in section 502 (a). Section 502 (a) presently authorizes the Federal 
Maritime Board, on behalf of an applicant for a construction-differential subsidy 
to solicit bids from domestic shipyards for the construction of a proposed vessel 
and, upon approval of the bid of the lowest responsible bidder, to enter into a 
contract, with such shipyard for the construction of the vessel. Then the Board 
concurrently enters into a contract with the applicant for the resale of the vessel 
at its construction cost, less the cost of defense features and less a construction- 
differential subsidy as provided in subsection (b). 

Under subsection (c) the applicant then pays in cash 25 percent of the purchase 
price so reduced and the balance in 20 annual installments with interest on the 
unpaid amount at 3% percent. 

An alternative procedure is provided in section 504 whereby the applicant may, 
with the Board’s approval, obtain a construction-differential subsidy without 
Government mortgage financing and have the vessel constructed at a shipyard 
of the applicant’s own selection. In such a case competitive bids are secured 
and the subsidy is measured by the lowest bid. 

The amendments proposed in section 7 would repeal the language in sec- 
tion 502 (a) relating to the 3-way contract procedure and would substitute the 
language of section 504 providing for a direct 2-way purchase and sale agreement 
between the shipowner and the shipyard. The purpose of this amendment is to 
relieve the Maritime Administration and the Federal Maritime Board of the 
unnecessary responsibilities and administrative duties involved in separate con- 
tracts with the shipyard. The Board would still have to approve the bid, how- 
ever, and the Government would still have the benefit of the excess profits recap- 
ture feature and other safeguards provided in section 505. 

Conforming changes would be made to subsection (b) deleting two sentences 
authorizing the Commission to make other contractual arrangements under cer- 
tain circumstances. These provisions would be unnecessary where the applicant 
makes the contract directly with the shipyard and where in any event, the Board 
may decline to grant a subsidy if it finds the bid to be unfair or unreasonable or 
if the shipyard fails to agree to the provision required in section 505 for excess 
profits recapture. 

The repeal of subsection (c) with its mortgage financing provisions would 
relieve the Government of the responsibility and function of acting as a public 
banker for private shipping and would encourage shipowners to arrange financial 
accommodations in private capital markets. 

Under section 215, which would be repealed by section 5 of the bill, the Mari- 
time Administration is presently authorized to purchase vessels from private 
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shipowners. Section 502 (g) in turn authorizes the resale of such a vessel to a 
private owner at a depreciated cost price less the equivalent of a construction- 
differential subsidy. Since section 215 would be repealed, subsection (g) would 
similarly be repealed. 

Section 8 would amend section 503 of the act to remove the provisions relating 
to Government mortgage aid and would make certain conforming changes relat- 
ing to the proposed repeal of the three-way contract procedure. 

Section 9 of the bill would amend section 506 of the act. That section pres- 
ently restricts vessels built with construction-subsidy aid to operations, with cer- 
tain exceptions, in the foreign trade. The obsolete reference to “service other 
than the service covered by such agreement” would be eliminated to conform to 
the 1952 amendments (Public Law 586) authorizing construction subsidies with- 
out reference to essential routes. 

It would continue the exceptions for existing vessels but would provide that 
vessels hereafter built with construction subsidies would be barred completely 
from operation in the domestic trade. This additional restriction is necessary 
to protect vessels operating in the domestic trade without the benefit of a con- 
struction subsidy from competition with vessels built with construction-subsidy 
aid. 

Section 10 of the bill would delete from section 509 of the act the provisions 
therein relating to Government mortgage aid for vessels built by shipowners 
without construction subsidy aid. The authority for the Government's payment 
for national defense features on vessels to be operated in the foreign or domestic 
trade would, however, be retained. 

Section 11 would make a technical amendment to section 510 (b) of the act in 
connection with the elimination of the Maritime Administration’s authority to 
have vessels built for its own account for sale to private shipowners. 

Section 12 of the bill would add a new section 512 to the act to authorize ship- 
owners to amortize annually the cost or other basis of their vessels under the 
Vederal income tax laws in an amount equal to one-fifth of the vessel’s basis. 
he purpose for such amortization provisions is to encourage investment in 
newly constructed, privately-owned, American-flag vessels. 

In the event of a sale or other disposition of a vessel, subsection (g) provides 
that the excess of the amortization allowances so taken over the amount of 
depreciation deductions which would otherwise have been taken shall be con- 
sidered as a short-term capital gain and accordingly taxed as income. This 
subsection (g) is added to prevent a shipowner from selling its vessel on convert- 
ing its deferred income tax liability into a long-term capital gain liability. 

For determining the requisition purchase price under section 802 of the act 
for vessels built with construction-subsidy aid and in determining the de- 
preciated value of an obsolete vessel turned in under section 510 (d), provision is 
made in subsections (e) and (f) for computing such depreciation on the basis of 
the amortization actualky taken by the shipowner, unless the shipowner returns 
to the Government all tax benefits which he may have received by reason of such 
accelerated amortization. 


TITLE VI—OPERATING DIFFERENTIAL SUBSIDY 


Sections 13 through 19 of the bill would amend or repeal a number of sections 
in tithe VI of the 1936 act. The amendments would restrict the subsidy to a 
limited “wage-differential” for the account of the seaman employed. In addi- 
tion, the subsidy would be applicable to all American vessels in the foreign 
trades without the present limitation to an “essential route.” 

This Title also contains a number of funding, tax deferment and recapture 
provisions which would be eliminated. 

Section 13 of the bill would amend section 601 of the act to make certain tech- 
nical changes conforming to the above pattern and particularly to remove the 
limitation as to essential routes. 

Section 14 of the bill would repeal section 602 of the act to eliminate the 
present provision requiring a “full and complete investigation and hearing” as 
to whether a subsidy is necessary to meet direct foreign-flag competition. This 
provision was an incident of the essential route concept. : 

Section 15 of the bill would amend section 608 of the act. Certain technical 
conforming changes would be made in subsection (a). The amendments to 
subsection (b), which enumerates the factors included in an operating-differ- 
ential subsidy, would limit the subsidy to the American-foreign wage differences. 
The American wage cost would be measured by the lower of the actual crew 
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wages or a constructive wage cost determined under the proposed section 303 
and measured by the prevailing fulltime monthly earnings in comparable occupa- 
tions in other basic American industries. The foreign wage cost, for the pur- 
pose of simplicity, would be measured by the wage cost of operating such 
a vessel under the flag of the foreign country whose vessels are the principal 
competitors of American vessels. Under the present law foreign wage costs are 
related to the principal competitor of each shipowner on the shipowner’s “essen 
tial” trade route. 

Section 16 of the bill would repeal section 604 of the act. That section author- 
izes the payment of additional countervailing subsidies. 

Section 17 of the bill would amend section 605 of the act. That section provides 
that no subsidy shall be paid for operating a vessel on a voyage on which it en 
gages in the coastwise or intercoastal trade with the exception, however, that 
the subsidy may be paid on certain described voyages that include an inter- 
coastal leg or a stop at an island territory provided a pro rata part of the sub- 
sidy is returned. The proposed amendment would limit the exception to a 
voyage on which the shipowner had engaged in such coastwise or intercoastal 
trade as an incident to its foreign trade operations prior to August 15, 1945. In 
such a case the shipowner would be subject to the same pro rata subsidy return, 

Section 18 of the bill would repeal sections 605 (c) and 606 and in conjunction 
with section 22 it would provide for the eventual repeal of section 607 of the 
act 

Section 605 (c) limits an operating subsidy on an “essential trade route” 
served by citizens which would be in addition to existing services except where 
ifter a hearing the American service on such route is found to be inadequate. 

Section 606 of the act contains a number of provisions which would be rendered 
unnecessary by a wage-differential subsidy payable for the account of the crew. 
This section provides for an annual subsidy review, which would be unneces 
sary in view of the Maritime Administration’s proposed power to determine a 
ower wae ceiling under section 303. It contains a number of provisions re- 
lating to operations on an “essential trade route” and provides for repayment 
to the Government of one-half of the long-term profits in excess of 10 percent. 
With the subsidy limited to a wage-differential and payable solely for the account 
of the crew, the recapture feature (with its complicated accounting, auditing, 
funding and tax deferment provisions) would be unnecessary. ‘This section 
also contains certain other provisions relating to “essential trade routes” that 
would be inapplicable to a wage subsidy. 

Section 607 of the act contains a number of complicated financial provisions 
directed to the recapture of one-half of all long-term profits in excess of 10 
percent. The statutory scheme under this section includes a “capital reserve 
fund”, a “special reserve fund” and tax deferment and tax exemption provisions, 
Section 22 would permit companies having operating-differential contracts the 
continued enjoyment of these funds and of the incidental tax and other benefits 
during the lifé of their contracts. 

Section 19 of the bill would delete a major part of section 608 of the act. It 
presently prohibits, without permission of the Maritime Administration, the 
ssignment or sale of an operating-subsidy contract or any “arrangement” where 
by management or operation is performed by another person. The prohibition 
against the assignment or sale would be retained, while the prohibition against 
the shipowner making arrangements with others for the “maintenance, manage- 
ment or operation” of the vessels would be eliminated. Retention of this latter 
provision would be unnecessary under a broad wage-subsidy plan for all Ameri- 
can vessels in the foreign trade where they would not be limited to operation on 
a particular route and where some would presumably do business under a time 
charter, voyage charter or other contractual arrangement. 

Section 20 of the bill would repeal sections 704 through 714, 808, 805 (b), and 
805 (c) of the act. 

Sections 704 through 714 contain a number of provisions authorizing the Mari 
time Administration to sell or charter vessels to American shipowners. (The 
Administration’s authority to charter war-built vessels now in its reserve fleet 
would not be affected by these repeals inasmuch as its charter authority for such 
reserve fleet vessels is derived from the Merchant Ship Sales Act, 1946, as 
amended.) Since construction of commercial vessels for commercial operation is, 
and should be, essentially a function of private investment and of private ship- 
owners, the Maritime Administration would be expected to seek authority for the 
sale or charter of newly-constructed ships from the Congress. 
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Section 803 of the act makes it unlawful for a shipowner receiving an operat- 
ing subsidy to have any number of specified transactions with an affiliated com- 
pany without the consent of the Maritime Administration. This prohibition is 
necessary only as an incident to the recapture feature in the present subsidy 
scheme. Such transactions would, of course, still be subject to examination under 
Federal income tax auditing procedures. 

Section 805 (b) authorizes the Maritime Administration to supervise the 
number and compensation of officers and employees of a subsidized shipowner in 
default on any mortgage or reserve fund obligation to the Government. Section 
805 (c) relates to the salaries of officers and employees of subsidized shipowners 
and limits to $25,000 the amount of any such salary that may be recognized as 
an expense for the purpose of computing the shipowner’s excess profits and its 
recapture obligation. These two subsections would be unnecessary under the 
proposed wage-subsidy plan, which limits the subsidy to crew wages or a con- 
structive wage cost under proposed section 303. 

Section 21 of the bill would amend the act substituting the word “wage-differ- 
ential” for “operating-differential” wherever the latter term now appears in 
the act 

Section 22 provides that no existing operating-differential subsidy contract 
would be affected by the proposed amendments and that the present provisions 
of the 1936 act would remain in force with respect to such contracts. All such 
contract-holders, however, would be authorized to terminate any such contracts 
within 1 year and to make a new wage-differential contract under the act as 
proposed to be amended. 


COMPARATIVE PkINT, 1936 MERCHANT MARINE ACT SHOWING PROPOSED AMENDMENTS 
To AFFORD NEW WaAGE-DIFFERENTIAL SUBSIDY, ETC. 


(New material in italics; existing law proposed to be omitted is enclosed in 
brackets. ) 
TITLE I—DECLARATION OF POLICY 


Section 101. It is necessary for the national defense and development of its 
foreign and domestic commerce that the United States shall have a merchant 
marine (a) sufficient to carry its domestic water-borne commerce and a substan- 
tial portion of the water-borne export and import foreign commerce of the United 
States [and to provide shipping service on all routes essential for maintaining the 
flow of such domestic and foreign water-borne commerce at all times], (b) capa- 
ble of serving as a naval and military auxiliary in time of war or national emer- 
gency, (Cc) owned and operated under the United States flag by citizens of the 
United States [insofar as may be practicable], and (c) composed of the best- 
equipped, safest, and most suitable types of vessels, constructed in the United 
States and manned with a trained and efficient citizen personnel. It is hereby 
declared to be the policy of the United States to foster the development and 
encourage the maintenance of such a merchant marine. 


rITvLe II UNITED STATES MARITIME COMMISSION 


Sec. 210. It shall be the duty of the Commission to make a continuing survey 
of the American merchant marine [as it now exists,] to determine what additions 
and replacements are [required] necessary or appropriate in order to carry 
forward the national policy declared in section 101 of this Act [, and the Com- 
mission is directed to study, perfect, and adopt a long-range program for replace- 
ments and additions to the American merchant marine so that as soon as prac- 
ticable the following objectives may be accomplished : 

(Fist, the creation of an adequate and well-balanced merchant fleet, includ- 
ing vessels of all types, to provide shipping service on all routes essential for 
maintaining the flow of the foreign commerce of the United States, the vessels in 
such fleet to be so designed as to be readily and quickly convertible into transport 
and supply vessels in a time of national emergency]. In [planning the develop- 
ment of such a fleet] conducting such survey, the Commission is directed to co- 
operate closely with the Navy Department as to national defense needs and the 
possible speedy adaptation of the merchant fleet to national defense require- 
ments CJ 

[Seconp, the ownership and the operation of such a merchant fleet by citizens 
of the United States insofar as may be practicable.J 

CTxurep], and also to cooperate with ship-operators and other interested per- 
sons with a view to the planning of vessels designed to afford the best and most 
complete protection for passengers and crew against fire and all marine perils. 
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Sec. 211. The Commission is authorized and directed to investigate, determine, 
and keep current records of- 

[(a) The ocean services, routes, and lines from ports in the United States, or in 
a Territory, district, or possession thereof, to foreign markets, which are, or may 
be, determined by the Commission to be essential for the promotion, development, 
expansion, and maintenance of the foreign commerce of the United States, and in 
reaching its determination the Commission shall consider and give due weight to 
the cost of maintaining each of such steamship lines, the probability that any 
such line cannot be maintained except at a heavy loss disproportionate to the 
benefit accruing to foreign trade, the number of sailings and types of vessels 
that should be employed in such lines, and any other facts and conditions that a 
prudent business man would consider when dealing with his own business, with 
the added consideration, however, of the intangible benefit the maintenance of 
any such line may afford to the foreign commerce of the United States and to the 
national defense ;] 

[i(b) The type, size, speed, and other requirements of the vessels, including 
express-liner or super-liner vessels, which should be employed in such services or 
on such routes or lines, and the frequency and regularity of the sailings of such 
vessels, with a view to furnishing adequate, regular, certain, and permanent 
sery ice :J 

[ic)] (a) The relative cost of construction of comparable vessels in the 
United States and in foreign countries ; 

[(d)] (0) The relative cost of [marine insurance, maintenance, repairs] 
wages [and subsistence] of officers and crews [, and all other items of expense,] 
in the operation of comparable vessels [in particular services, routes, and lines] 
under the laws, rules, and regulations of the United States and under those of 
the foreign countries whose vessels are substantial competitors of [any such] 
American [service, route, or line] flag vessels ; 

[(e) The extent and character of the governmental aid and subsidies granted 
by foreign governments to their merchant marine ;] 

{(f) The number, location, and efficiency of the shipyards existing on the date 
of the enactment of this Act or thereafter built in the United States ;] 

C(c) To investigate and determine what provisions of this Act and other Acts 
relating to shipping should be made applicable to aircraft engaged in foreign 
commerce in order to further the policy expressed in this Act, and to recommend 
appropriate legislation to this end ;] 

{(h) The advisability of enactment of suitable legislation authorizing the Com- 
mission, in an economic or commercial emergency, to aid the farmers and cotton, 
coal, lumber and cement producers in any section of the United States in the 
transportation and landing of their products in any foreign port, which pro- 
ducts can be carried in dry-cargo vessels by reducing rates, by supplying ad- 
ditional tonnage to any American operator, or by operation of vessels directly 
by the Commission, until such time as the Commission shall deem such special 
rate reduction and operation unnecessary for the benefit of the American farmers 
and such producers; ] and 

[(i)] (c) New designs, new methods of construction, and new type of equip- 
ment for vessels; the possibilities of promoting the carrying of America foreign 
trade in American vessels; and intercoastal and inland water transportation, 
including their relation to transportation by land and air. 

(Sec. 215. The Commission is authorized to acquire by purchase or otherwise 
such vessels constructed in the United States as it may deem necessary to es 
tablish, maintain, improve, or effect replacements upon any service, route, or 
line in the foreign commerce of the United States determined to be essential 
under section 211 of this Act, and to pay for the same out of its construction 
fund: Provided, That the price paid therefor shail be based upon a fair and 
reasonable valuation, but it shall not exceed by more than 5 per centum the 
cost of such vessel to the owner (excluding any construction-differential subsidy 
and the cost of national defense features paid by the Commission) plus the 
actual cost previously expended thereon for reconditioning less depreciation 
based upon a twenty-year life expectancy of the vessel. No such vessel shall be 
acquired by the Commission unless the Secretary of the Navy has certified to 
the Commission that such vessel is suitable for economical and speedy conversion 
into a naval or military auxiliary, or otherwise suitable for the use of the United 
States in time of war or national emergency. Every vessel acquired under 
authority of this section that is not documented under the laws of the United 
States at the time of its acquisition shall be so documented as soon as practicable.J 
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TITLE ILI—AMERICAN SEAMEN 


Sec. 308. The Commission is authorized and directed to investigate employment 
and wage conditions in the various basic industries and in the various occupa- 
tions therein that are most comparable with those on board vessels for the pur- 
pose of determining, on a full time monthly basis, the prevailing earnings of 
Commission shall publish such prevailing full time monthly earnings in the Fed- 
eral Register, and the full time monthly earnings so published shall be use d, as 
provided in section 603, for the purpose of determining the marimum amount of 
wage-differential subsidy to be paid with respect to each voyage during such 


vear 


rITtLe \ CONSTRUCTION-DIFFERENTIAL SUBSIDY 


Sec. 502 (a). If the Secretary of the Navy certifies his approval under section 
501 (b) of this Act, and the Commission approves the application, the applicant 
shall obtain and submit to it [it may secure, on behalf of the applicant,] bids 
for the construction of the proposed vessel according to the approved plans and 
specifications, Jf the Commission considers the bid of the shipyard in which the 
applicant desires to have the vessel built fair and reasonable, it may approve 
such bid and become a party to the contract or contracts or other arrangements 
for the construction of such proposed ve ssel and may agree to pay a “construc- 
tion-differential subsidy’ in an amount determined by the Commission as herein- 
after provided, and for the cost of national-defense features. The construction- 
differential subsidy and payments for national-defense features shall be based on 
the lowest re sponsible domestic bid. Vo construction-differential subsidy shall 
be paid unless the said contract or contracts or other arrangements contain such 
provisions as are provided in this title to protect the interests of the United States 
as the Commission deems necessary. [If the bid of the shipbuilder who is the 
lowest responsible bidder is determined by the Commission to be fair and reason- 
able, the Commission may approve such bid, and if such approved bid is accepted 
by the applicant, the Commission is authorized to enter into a contract with the 
successful bidder for the construction, outfitting, and equipment of the proposed 
vessel, and for the payment by the Commission to the shipbuilder, on terms to 
be agreed upon in the contract, of the contract price of the vessel out of the 
construction fund hereinbefore referred to, or out of other available funds. 
Concurrently with entering into such contract with the shipbuilder, the Commis- 
sion is authorized to enter into a contract with the applicant for the purchase by 
him of such vessel upon its completion, at a price corresponding to the estimated 
cost, as determined by the Commission pursuant to the provisions of this Act, 
of building such vessel in a foreign shipyard.] 

(b) The amount of the [reduction in selling price which is herein termed “J 
construction differential subsidy [J may equal, but not exceed, the excess of the 
bid of the shipbuilder constructing the proposed vessel (excluding the cost of any 
features incorporated in the vessel for national-defense uses, which shall be paid 
by the Commission in addition to the subsidy), over the fair and reasonable esti- 
mate of cost, as determined by the Commission, of the construction of the proposed 
vessel if it were constructed under similar plans and specifications (excluding 
national-defense features as above provided) in a foreign shipbuilding center 
Which is deemed by the Commission to furnish a fair and representative example 
for the determination of the estimated foreign cost of construction of vessels of 
the type proposed to be constructed. The construction differential approved by 
the Commission shall not exceed 3344 per centum of the construction cost of the 
vessel paid by the Commission (excluding the cost of national-defense features as 
above provided), except that in cases where the Commission possesses convincing 
evidence that the actual differential is greater than that percentage, the Com- 
mission may approve an allowance not to exceed 50 per centum of such cost, 
upon the affirmative vote of four members, except as otherwise provided in sub- 
section 201 (a). [In any case where the Commission finds that the construction 
differential exceeds 3314 per centum of such cost and that the lowest bid of a 
responsible domestic shipbuilder is unreasonable, excessive, or collusive, the 
Commission may negotiate and contract with the view to construction in a domes- 
tic shipyard that is not unreasonable or excessive in cost or collusive in character. 
Where the Commission finds that the construction differential exceeds 50 per 
centum of such cost, the Commission may negotiate and contract on behalf of the 
applicant to build such vessel in a domestic shipyard at a cost which will reduce 
the construction differential to 50 per centum or less.J In the event that the 
Commission have reason to believe that the bidding in any instance is collusive, 
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it shall report all of the evidence on which the Commission acted (1) to the 
Attorney General of the United States, and (2) to the President of the Senate and 
to the Speaker of the House of Representatives if the Congress shall be in ses- 
sion or if the Congress shal! not be in session, then to the Clerk of the Senate 
and the Clerk of the House respectively. 

C(c) In such contract between the applicant and the Commission, the applicant 
shall be required to make cash payments to the Commission of not less than 
25 per centum of the price at which the vessel is sold to the applicant. The cash 
payments shall be made at the time and in the same proportion as provided for 
the payments on account of the construction cost in the contract between the 
shipbuilder and the Commission. The applicant shall pay, not less frequently 
than annually, interest at the rate of 3% per centum per annum on those por- 
tions of the Commission’s payments as made to the shipbuilder which are charge- 
able to the applicant’s purchase price of the vessel (after deduction of the 
applicant’s cash payments). The balance of such purchase price shall be paid 
by the applicant, within twenty years after delivery of the vessel and is not to 
exceed twenty equal annual installments, the first of which shall be payable one 
year after the delivery of the vessel by the Commission to the applicant. Interest 
at the rate of 31% per centum per annum shall be paid on all such installments 
of the purchase price remaining unpaid.J 

[(g) Upon the agreement of an applicant under this title to purchase any 
vessel acquired by the Commission under the provisions of section 215, the Com- 
mission is authorized to sell such vessel to the applicant for the fair and reason- 
able value thereof, but at not less than the cost thereof to the Commission, less 
depreciation based on a twenty-year life expectancy from the date of completion, 
excluding the cost of national-defense features added by the Commission, less 
the equivalent of any applicable construction-differential subsidy as provided by 
subsection (b), such sale to be in accordance with all the provisions of this title. 
Such vessel shall thereupon be eligible for an operating-differential subsidy under 
title VI of this act, notwithstanding the provisions of section 601 (a) (1), and 
section 610 (1), or any other provision of law.J 

Sec. 503. Upon completion of the construction of any vessel in respect to 
which a construction-differential subsidy is to be allowed under this title and 
its delivery by the shipbuilder [to the Commission] the vessel shall be docu- 
mented under the laws of the United States [,]J and [concurrently herewith, or 
as soon thereafter as practicable, the vessel shall be delivered with a bill of sale 
to the applicant with warranty against liens, pursuant to the contract of pur- 
chase between the applicant and the Commission. The vessel] shall remain 
documented under the laws of the United States for not less than twenty years 
[, or so long as there remains due the United States any principal or interest on 
account of the purchase price, whichever is the longer period. At the time of 
delivery of the vessel the applicant shall execute and deliver a first preferred 
mortgage to the United States to secure payment of any sums due from the 
applicant in respect to said vessel: Provided, That, notwithstanding any other 
provisions of law, the payment of any sums due in respect to a passenger vessel 
purchased under section 4 (b) of the Merchant Ship Sales Act of 1946, recon- 
verted or restored for normal operation in commercial services, or in respect to 
a passenger vessel purchased under title V of this Act, which is delivered sub- 
sequent to March 8, 1946, and which (i) is of not less than ten thousand gross 
tons, (ii) has a designed speed approved by the Commission but not less than 
eighteen knots, (iii) has accommodations for not less than two hundred passen- 
gers, and (iv) is approved by the Secretary of Defense as being desirable for 
national defense purposes, may, with approval of the Commission, be secured 
only by a first-preferred mortgage on said vessel. The purchaser shall also 
comply with all the provisions of section 9 of the Merchant Marine Act, 1920. 
With the approval of the Commission such preferred mortgage may provide that 
the sole recourse against the purchaser of such a passenger vessel under such 
mortgage, and any of the notes secured thereby, shall be limited to repossession 
of the vessel by the United States and the assignment of insurance claims, if 
the purchaser shall have complied with all provisions of the mortgage other than 
those relating to the payment of principal and interest when due, and the obliga- 
tion of the purchaser shall be satisfied and discharged by the surrender of the 
vessel, and all right, title, and interest therein to the United States. Such 
vessel upon surrender shall be (i) free and clear of all liens and encumbrances 
whatsoever, except the lien of the preferred mortgage, (ii) in class, and (iii) in 
as good order and condition, ordinary wear and tear excepted, as when acquired 
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by the purchaser, except that any deficiencies with respect to freedom from 
encumbrances, condition, and class, may, to the extent covered by valid policies of 
insurance, be satisfied by the assignment to the United States of claims of the 
purchaser under such policies of insurance.] 

(Sec. 504. Where an eligible applicant under the terms of this title desires to 
finance the construction of a proposed vessel according to approved plans and 
specifications rather than purchase the same vessel from the Commission as 
hereinabove authorized, the Commission may permit the applicant to obtain and 
submit to it competitive bids from domestic shipyards for such work. If the 
Commission considers the bid of the shipyard in which the applicant desires to 
have the vessel built fair and reasonable, it may approve such bid and become 
a party to the contract or contracts or other arrangements for the construction 
of such proposed vessel and may agree to pay a construction-differential subsidy 
in an amount determined by the Commission in accordance with section 502 of 
this title, and for the cost of national-defense features. The construction- 
differential subsidy and payments for national-defense features shall be based on 
the lowest responsible domestic bid. No construction-differential subsidy, as 
provided in this section, shall be paid unless the said contract or contracts or 
other arrangements contain such provisions as are provided in this title to 
protect the interests of the United States as the Commission deems necessary. 
Such vessel shall be documented under the laws of the United States as provided 
in section 503 of this title. The contract of sale, and the mortgage given to 
secure the payment of the unpaid balance of the purchase price, shall not restrict 
the lawful or proper use or operation of the vessel, except to the extent expressly 
required by law.] 

Sec. 506. Every owner of a vessel for which a construction-differential subsidy 
has been paid shall agree that the vessel shall be operated exclusively in foreign 
trade, or on a round-the-world voyage, or on a round voyage from the west coast 
of the United States to a European port or ports which includes intercoastal 
ports of the United States, or a round voyage from the Atlantic coast of the 
United States to the Orient which includes intercoastal ports of the United States, 
or on a voyage in foreign trade on which the vessel may stop at an island 
possession or island territory of the United States, and that if the vessel is 
operated in the domestic trade on any of the above-enumerated services, he will 
pay annually to the Commission that proportion of one-twentieth of the con- 
struction-differential subsidy paid for such vessel as the gross revenue derived 
from the domestic trade bears to the gross revenue derived from the entire 
voyage completed during the preceding year. The Commission may consent in 
writing to the temporary transfer of such vessel to [service other than the 
service covered by such agreement] the domestic trade for periods not exceeding 
six months in any year, whenever the Commission may determine that such 
transfer is necessary or appropriate to carry out the purposes of this Act. Such 
consent shall be conditioned upon the agreement by the owner to pay to the 
Commission, upon such terms and conditions as it may prescribe, an amount 
which bears the same proportion to the construction-differential subsidy paid 
by the Commission as such temporary period bears to the entire economic life of 
the vessel. No operating-differential subsidy shall be paid for the operation of 
such vessel for such temporary period. 

Notwithstanding the foregoing provisions of this section, every owner of a 
vessel for which a construction-differential subsidy is hereafter paid and 
with respect to which the agreement heretofore required by this section has 
not been made shall undertake and agree that the vessel shall not be operated in 
the domestic trade. The foregoing restriction shall run with the title to such 
vessel and be binding on all owners thereof. 

Sec. 509. Any citizen of the United States may make application to the Com- 
mission for aid in the construction of a new vessel to be operated in the foreign 
or domestic trade (excepting vessels engaged solely in the transportation of 
property on inland rivers and canals exclusively). If such application is ap- 
proved by the Commission, the vessel may be constructed under the terms and 
conditions of this title, but no construction-differential subsidy shall be allowed. 
The Commission shall pay for the cost of national-defense features incorporated 
in such vessel. [In case the vessel is designed to be of not less than three 
thousand five hundred gross tons and to be capable of a sustained speed of not 
less than fourteen knots, the applicant shall be required to pay the Commission 
not less than 12% per centum of the cost of such vessel, and in the case of any 
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other vessel the applicant shall be required to pay the Commission not less than 
25 per centum of the cost of such vessel (excluding from such cost, in either 
case, the cost of national-defense features) ; and the balance of such purchase 
price shall be paid by the applicant within twenty years in not to exceed twenty 
equal annual installments, with interest at 314 per centum per annum, secured by 
a preferred mortgage on the vessel sold and otherwise secured as the Commis- 
sion may determine: Provided, That, notwithstanding any other provisions of 
law, the balance of the purchase price of a passenger vessel constructed under 
this section which is delivered subsequent to March 8, 1946, and which has the 
tonnage, speed, passenger accommodations, and other characteristics set forth 
in section 503 of this Act, may, with the approval of the Commission, be secured 
as provided in such section, and the obligation of the purchaser of such a 
vessel shall be satisfied and discharged as provided in such section: And pro- 
vided, That in case a vessel is to be constructed under this section for an applicant 
who has as his principal place of business a place on the Pacific coast of the 
United States (but not including one who having been in business on or before 
August 1, 1935, has changed his principal place of business to a place on the 
Pacific coast of the United States after such date), to be operated in a coast 
wise, intercoastal, or other domestic service, route, or line from or on the Pacific 
coast of the United States, and the amount of the lowest responsible bid of 
shipyards on such coast for the construction of such vessel does not exceed 
the amount of the lowest responsible bid therefor of shipyards on the Atlantic 
coast of the United States by more than 6 percentum of the amount of the bid 
of such Atlantic coast shipyard, such vessel shall be constructed for the applicant 
by the Comission only if the applicant accepts such lowest responsible bid of 
the Pacific coast shipyard, and agrees to designate and continue as the home 
port of the vessel to be constructed a port on the Pacific coast of the United 
States. The minimum rate of interest on deferred payments shall be three- 
fourths of 1 per centum lower than the minimum rate which would otherwise 
be applicable, with respect to the periods of construction of such vessel and its 
operation exclusively in coastwise, intercoastal and other domestic trade. Such 
lower interest rate shall not apply with respect to any period in which the ap- 
piicant— 

[(1) Does not continue as its home port a port on the Pacific coast of the 
United States ;] 

[(2) Operates the vessel in coastwise or other domestic trade other than on the 

-acific coast 3] 

[(3) Operates the vessel in intercoastal or foreign trade except to and from 
ports on the Pacific coast; or] 

[(4) Having been in business before August 1, 1935, and having changed his 
principal place of business to a place on the Pacific coast after such date, main- 
tains his principal place of business at any place on the Pacific coast.J 

Sec. 510. (b) In order to promote the construction of new, safe, and efficient 
vessels to carry the domestic and foreign water-borne commerce of the United 
States, the Commission is authorized, subject to the provisions of this section, to 
acquire any obsolete vessel in exchange for an allowance of credit. The amount 
of such allowance shall be determined at the time the owner contracts for the 
construction or purchase of a new vessel. The allowance shall not be paid to 
the owner of the obsolete vessel but shall be applied upon the purchase price 
of a new vessel. [In the case of a new vessel constructed under the provisions 
of this Act, such allowance may, under such terms and conditions as the Com 
mission may prescribe be applied upon the cash payments required under this 
Act. In case the new vessel is not constructed under the provisions of this Act, 
the] The allowance shall, upon transfer of the obsolete vessel to the Commission, 
be paid, for the account of the owner, to the person selling or to the shipbuilder 
constructing such new vessel. 

“Sec. 512. (a) Any citizen of the United States who owns in whole or in 
part any vessel of not less than tio thousand gross tons documented under 
the laws of the United States and operated without the aid of an operating- 
differential subsidy continued in effect pursuant to Section 22 of the Mer- 
chant Marine Act Amendments of 1953 may, at his election, amortize the cost 
of such vessel in such manner and in such annual amount as he deems ap- 
propriate, and for the purposes of Federal income and ercess-profits tares 
shall, subject to the limitations hereinafter provided, be entitled in any 
tarable year beginning after December 31, 1949, to a deduction of the portion 
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of the cost so amortized in such tarable year. The amortization deduction 
under this section with respect to any vessel for any taxable year shall be in 
lieu of the deduction for exhaustion, wear and tear, and obsolescence with 
respect to such vessel for such year. 

“(b) The cost that may be amortized under this section shall be the cost 
or other basis (under the Federal income-tar laws) to the owner upon the 
acquisition of the vessel, except that, in the case of any vessel acquired prior 
to the first day of the first tarable year for which an election with re spect 
to such vessel is made under this section, the cost that may be amortized 
under this section shall be deemed to be the adjusted basis (for determining 
gain under the Federal incomce-taz laics) of the vessel on the first day of such 
first tarable year for which an amortization deduction with respect to the 
vesscl is taken under this section. In either case proper adjustmeni to the 
cost that may be amortized shall be made for subsequent expenditures, re- 
ceipts, retirements, or other similar items properly includible in the capital 
account of the vessel. 

“(c) The amortization deduction that may be taken for any tarable year 
with respect to any vessel shall in no event be greater than an amount equal 
to one-fifth of the adjusted basis (for determining gain under the Federal 
income-tagr laws) of the vessel as of the close of such tarable year (such 
adjusted basis for this purpose to be computed without regard to any amorti- 
sation deduction under this section with respect to the vessel for such taxable 
year or prior tarable years) For the purposes of Federal income and 
ercess-profits tax laws, the basis of a vessel with respect to which an amor- 
tization deduction is taken under this section shall not be adjusted for amor- 
tization allowable under this section which was not actually taken and 
allowed. 

“(d) The election of the tarpayer to take the amortization deduction for 
any year u ith re spec t to any ve ssel shall be made only by a statenre nt in ifs 
tar return for such tarable year setting forth the vessel or vessels in respect 
of which an amortization deduction is being taken and the amount for each 
such vessel as determined hy the owner Nuch election (including the 
amounts so determined) shall be irrevocadle for the particular tarable year 
for which made 

‘(e) In determining the marimum amount which the United States shall 
he required to pay with respect to a vessel purchased or requisitioned by it, 
which vessel is subject to the provisions of section 802, the amortization taken 
pursuant to subparagraph (c) of this section shall be controlling in deter- 
mining the depreciated value of such vessel: Provided, however, That if the 
tarpayer returns to the Commission any net tar benefits which he may have 
received over the entire life of the vessel prior to its purchase or requisition 
by the United States, over and above the tar benefits which would have been 
received had depreciation been computed on the basis of a twenty-year 
useful life, then depreciation for the purposes of section 802 shall be com- 
puted on the basis of such twenty-year useful life. 

‘(f) The depreciation taken pursuant to subparagraph (c) of this section 
shail be controlling in fixing the depreciated value of an obsolete vessel in 
connection with determining the amount of the allowance of credit to be 
made therefor by the Commission under the provisions of section 510 (da): 
Provided, however, That if the tarpayer returns to the Commission any tar 
benefits which he may have recetved over the entire life of the vessel prior to 
its acquisition by the Commission under section 510, over and above the tar 
benefits which would have been received had depreciation been computed on 
the basis of a twenty-year uscful life, then depreciation for the purposes of 
section 510 (da) shall be computed on the basis of such twenty-year useful 
life 

‘(g) If any vessel with respect to which an amortization deduction has 
been allowed as provided in subparagraph (a) of this section (or property 
having a substituted basis by reference to such vessel) is sold, exchanged, 
distributed, or otherwise disposed of (except as provided in subparagraph 
(f) of this section and except to the extent that gain is not recognized by 
reason of section 511 (c) of this Act as amended or section 112 of the Internal 
Revenue Code), then the excess over the adjusted basis of the vessel (or of 
the property having a substituted basis by reference to such vessel), of— 

(1) in the case of a sale or exchange, the amount realized ; or 





AMEND 1936 MERCHANT MARINE ACT 


(2) in the case of a distribution or disposition other than by sale or 
exchange, the fair market value of the vessel or property at the time 
of such distribution or disposition ; 

shall, to the extent of the excess of such amortization deductions allowed, 
over the amount of depreciation deductions which would otherwise have been 
allowed, be considered, for the purposes of the provisions of title I of the 
Internal Revenue Code, as short-term capital gain. For Federal tar pur- 
poses, the earnings and profits of any corporation which has been allowed an 
amortization deduction as provided in this section shall not be decreased by 
the excess of the amortization deduction for any tarable year over the amount 
of the depreciation deduction which would otherwise have been allowable 
for such year. The term ‘substituted basis’ as used in this section shall have 
the same meaning as in section 113 (b) (2) of the Internal Revenue Code.” 


riTLE VI—OPERATING-DIFFERENTIAL SUBSIDY 


Sec. 601. (a) The Commission is authorized and directed to consider the 
application of any citizen of the United States for financial aid for the account 
of the licensed and unlicensed personnel employed or to be employed in the 
operation of a vessel or vessels, Which are to be used [in an essential service] 
in the foreign commerce of the United States. No such application shall be 
approved by the Commission unless it determines that (1) the operation of such 
vessel or vessels [in such service, route, or line is required] is necessary or 
appropriate in order to meet foreign-flag competition and to promote the foreign 
commerce of the United States, and that such vessel or vessels were built in the 
United States, or have been documented under the laws of the United States not 
later than February 1, 1928, or actually ordered and under construction for the 
account of citizens of the United States prior to such date; (2) the applicant 
owns, or can and will build or purchase, a vessel or vessels of the size, type 
and speed [and number,] and with the proper equipment required to enable him 
to [operate and maintain the service, route, or line, in such manner as may be 
necessary to] meet competitive conditions, and to promote fereign commerce; 
(3) the applicant possesses the ability, experience, financial resources, and other 
qualifications necessary to enable him to [conduct the proposed operations of] 
eperate and maintain the vessel or vessels as to meet competitive conditions and 
promote foreign commerce; (4) the granting of the aid applied for is [necessary 
to place the proposed operations of the vessel or vessels on a parity with those 
of foreign competitors, and is] reasonably calculated to carry out effectively the 
purposes and policy of this Act. 

(b) Every application for [an operating] a swage-differential subsidy under 
the provisions of this title shall be accompanied by statements disclosing the 
names of all persons having any pecuniary interest, direct or indirect, in such 
application, or in the ownership or use of [the] any vessel [or vessels, routes, 
or lines] covered thereby, and the nature and extent of any such interest, to- 
gether with such financial and other statements as may be required by the 
Commission. All such statements shall be under oath or affirmation and in 
such form as the Commission shall prescribe. Any person who in an application 
for financial aid under this title or in any statement required to be filed there- 
with, wilfully makes any untrue statement of a material fact, shall be guilty 
of a misdemeanor. 

[Esec. 602. No contract for an operating-differential subsidy shall be made by 
the Commission for the operation of a vessel or vessels to meet foreign competi- 
tion, except direct foreign-flag competition, until and unless the Commission, after 
a full and complete investigation and hearing, shall determine that an operating 
subsidy is necessary to meet competition of foreign-flag ships.J 

Sec. 603. (a) If the Commission approves the application, it may enter into a 
contract with the applicant for the payment of [an operating] a wage-differential 
subsidy determined in accordance with the provisions of subsection (b) of this 
section, for the operation of such vessel or vessels in [such service, route, or line] 
the foreign commerce of the United States for a period not exceeding twenty 
years, and subject to such reasonable terms and conditions, consistent with this 
Act, as the Commission shall require to effectuate the purposes and policy of this 
Act[,, including a performance bond with approved sureties, if such bond is 
required by the Commission]. 
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(b) Such contract shall provide that the amount of the [operating] wage- 
differential subsidy [shall not exceed the excess of the fair and reasonable cost 
of insurance, maintenance, repairs not compensated by insurance, wages and 
subsistence of officers and crews, and any other items of expense in which the 
Commission shall find and determine that the applicant is at a substantial dis- 
advantage in competition with vessels of the foreign country hereinafter referred 
to, in the operation under United States registry of the vessel or vessels covered 
by the contract, over the estimated fair and reasonable cost of the same items of 
expense (after deducting therefrom any estimated increase in such items neces- 
sitated by features incorporated pursuant to the provisions of section 501 (b)) if 
such vessel or vessels were operated under the registry of a foreign country whose 
vessels are substantial competitors of the vessel or vessels covered by the con- 
tract] with respect ‘o any vessel for each voyage in the foreign commerce of the 
United States shall be an amount equal to the excess of the actual wage cost 
(Officers and crew) for such voyage (or of a constructive wage cost determined 
by the Commission by using the applicable prevailing full-time monthly earnings 
published under section 303 in lieu of actual wage rates, if the constructive wage 
cost so determined is less than actual wage cost) over what the Commission 
determines would have been the wage cost of operating such vessel on such voyage 
under the flag of the foreign country whose vessels are the principal competitors 
of vessels of the United States in foreign commerce. 

[Sec. 604. If in the case of any particular foreign-trade route the Commission 
shall find, after consultation with the Secretary of State, that the subsidy pro- 
vided for in this title is in any respect inadequate to offset the effect of govern- 
mental aid paid to foreign competitors, it may grant such additional subsidy as it 
determines to be necessary for that purpose: Provided, That no such additional 
subsidy shall be granted except upon an affirmative vote of four of the members 
of the Commission.] 

Src. 605. (a) No wage[operating]-differential subsidy shall be paid for the 
operation of any vessel on a voyage on which it engages in coastwise or inter- 
coastal trade: Provided, however, That such subsidy may be paid [on a round- 
the-world voyage or a round voyage from the west coast of the United States to 
a European port or ports or a round voyage from the Atlantic coast to the Orient 
which ineludes intercoastal ports of the United States or a voyage in foreign 
trade on which the vessel may stop at an island possession or island territory of 
the United States] with respect to any such voyage if the contractor engaged in 
such coastwise or intercoastal trade as an incident to an operation in the foreign 
trade of the United States prior to August 15, 1945, and if the subsidized vessel 
earns any gross revenue on the carriage of mail, passengers, or cargo by reason 
of such coastal or intercoastal trade the subsidy payment for the entire voyage 
shall be reduced by an amount which bears the same ratio to the subsidy other- 
wise payable as such gross revenue bears to the gross revenue derived from the 
entire voyage. No vessel operating on the Great Lakes or on the inland water- 
ways of the United States shall be considered for the purposes of this Act to be 
operating in foreign trade. 

[(c) No contract shall be made under this title with respect to a vessel to be 
operated on a service, route, or line served by citizens of the United States which 
would be in addition to the existing service, or services, unless the Commission 
shall determine after proper hearing of all parties that the service already pro- 
vided by vessels of United States registry in such service, route, or line is inade- 
quate and that in the accomplishment of the purposes and policy of this Act 
additional vessels should be operated thereon; and no contract shall be made 
with respect to a vessel operated or to be operated in a service, route, or line 
served by two or more citizens of the United States with vessels of United States 
registry if the Commission shall determine the effect of such a contract would 
be to give undue advantage or be unduly prejudicial, as between citizens of the 
United States, in the operation of vessels in competitive services, routes, or lines, 
unless following public hearing, due notice of which shall be given to each line 
serving the route, the Commission shall find that it is necessary to enter into 
such contract in order to provide adequate service by vessels of United States 
registry. The Commission, in determining for the purposes of this section 
whether services are competitive, shall take into consideration the type, size, 
and speed of the vessels employed, whether passenger or cargo, or combination 
passenger and cargo, vessels, the ports or ranges between which they run, the 
character of cargo carried, and such other facts as it may deem proper.] 


: 
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[Sec. 606. Every contract for an operating differential subsidy under this title 
shall provide (1) that the amount of the future payments to the contractor 
shall be subject to review and readjustment from time to time, but not more fre- 
quently than once a year, at the instance of the Commission or of the contractor. 
If any such readjustment cannot be reached by mutual agreement, the Commission 
on its own motion or on the application of the contractor, shall, after a proper 
hearing, determine the facts and make such readjustment in the amount of such 
future payments as it may determine to be fair and reasonable and in the public 
interest. The testimony in every such proceeding shall be reduced to writing and 
filed in the office of the Commission. Its decision shall be based upon and 
governed by the changes which may have occurred since the date of the said 
contract, with respect to the items theretofore considered and on which such 
contract was based, and other condit‘ons affecting shipping, and shall be prom- 
ulgated in a formal order, which shall be accompanied by a report in writing in 
which the Commission shall state its findings of fact; (2) that the compensation 
to be paid under it shall be reduced, under such terms and in such amounts as the 
Commission shall determine, for any periods in which the vessel or vessels are 
laid up; (3) that if the Commission shall determine that a change in the service, 
route, or line, which is receiving an operating-differential subsidy under this title 
is necessary in the accomplishment of the purposes of this Act, it may make such 
change upon such readjustment of payments to the contractor as shall be arrived 
at by the method prescribed in clause (i) of these conditions; (4) that if at any 
time the contractor receiving an operating-differential subsidy claims that he 
cannot maintain and operate his vessels on such service, route, or line with a 
reasonable profit upon his investment, and applies to the Commission for a 
modification or rescission of his contract to maintain such service, route, or line, 
and the Commission determines that such claim is proved, the Commission 
shall modify or rescind such contract and permit the contractor to withdraw 
such vessels from such service, route, or line, upon a date fixed by the Com- 
mission, and upon the date of such withdrawal the further payment of the 
operating-differential subsidy shall cease and the contractor be discharged from 
any further obligation under such contract; (5) that when at the end of any 
ten-year period during which an operating-differential subsidy has been paid, 
or when prior to the end of any such ten-year period the contract shall be term- 
inated, if the net profit of the contractor on his subsidized vessels and service 
incident thereto during such period or time (without regard to capital gains and 
capital losses), after deduction of depreciation charges based upon a life expect- 
ancy of the subsidized vessels determined as provided in section 607 (b) has 
averaged more than 10 per centum per annum upon the contractor's capital 
investment necessarily employed in the operation of the subsidized vessels, serv- 
ices, routes, and lines, the contractor shall pay to the United States an amount 
equal to one-half of such profits in excess of 10 per centum per annum as 
partial or complete reimbursement for operating-differential subsidy payments 
received by the contractor for such ten-year period, but the amount of excessive 
profits so recaptured shall not in any case exceed the amount of the operating- 
differential subsidy payments theretofore made to the contractor for such period 
under such contract and the repayment of such reimbursement to the Commis- 
sion shall be subject to the provisions of section 607; (6) that the contractor shall 
conduct his operations with respect to the vessel’s services, routes, and lines 
covered by his contract in the most economical and efficient manner, but with due 
regard to the wage and manning scales and working conditions prescribed by the 
Commission as provided in title III; and (7) that whenever practicable, the 
operator shall use only articles, materials, and supplies of the growth, production, 
and manufacture of the United States, as defined in section 505a herein except 
when it is necessary to purchase supplies and equipment outside the United 
States to enable such vessel to continue and complete her voyage, and the operator 
shall perform repairs to subsidized vessels within the continental limits of the 
United States, except in an emergency.] 

[Sxrc. 607. (a) Every contract for an operating-differential subsidy made un- 
der authority of this title shall provide that the contractor shall be entitled to 
annually withdraw from net earnings of subsidized vessels and services incident 
thereto as profit, if the contractor is a natural person or a partnership, or may 
pay to its shareholders or stockholders, as dividends, if the contractor is an 
association or corporation, a sum not in excess of 10 per centum per annum on 
the contractor’s capital necessarily employed in his business except subject to 
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the further provisions of this section which likewise shall be incorporated in 
such contract.J 

{(b) To insure the prompt payment of the contractor’s obligations to the 
United States and the replacement of the contractor’s subsidized vessels as may 
be required, the contractor shall create and maintain, out of gross earnings, 
during the life of such contract, a “capital reserve fund,” in such depository 
or depositories as may be approved by the Commission. In this fund the con- 
tractor shall deposit annually or oftener, as the Commission may require, an 
amount equal to the annual depreciation charges on the contractor’s vessels on 
which the operating-differential is being paid, such depreciation charges to be 
computed on a twenty-year life expectancy of the subsidized vessels except that 
the life expectancy of a vessel which shall have been or is to be wholly or par- 
tially reconstructed or reconditioned shall upon request be determined jointly 
by the Secretary of the Treasury and the Commission, and the depreciation 
charges on such vessel shall be computed on the life expectancy so determined. 
Provided, however, That if, during any accounting year, the annual depreciation 
charges on the contractor's line of subsidized vessels has not been earned, in 
whole or in part, over and above the annual expense of operation of such ves- 
sels (exclusive of said annual depreciation thereon), the contractor shall not 
be required to deposit in his capital reserve fund for such accounting year a 
sum in excess of the amount of annual depreciation actually earned during 
that year but shall make up any and all deficiencies in his capital reserve fund 
as soon as the earnings of his subsidized vessels in excess of annual expenses 
of operation shall permit. The proceeds of all insurance and indemnities re- 
ceived by the contractor on account of total loss of any subsidized vessel and 
the proceeds of any sale or other disposition of such vessel shall also be deposited 
in the capital reserve fund.J 

[The contractor shall also deposit in the capital reserve fund, from time to 
time, such percentage of the annual net profits of the contractor’s business cov- 
ered by the contract as the Commission shall determine is necessary to further 
build up a fund for replacement of the contractor’s subsidized ships; but the 
Commission shall not require the contractor to make such deposit of the con- 
tractor’s net profits in the capital reserve fund unless the cumulative net profits 
of the contractor, at the time such deposit is to be made, shall be in excess of 
10 per centum per annum from the date the contract was executed. From the 
capital reserve fund so created, the contractor may pay the principal, when due, 
on all notes secured by mortgage on the subsidized vessels and may make dis- 
bursements for the purchase of replacement vessels or reconstruction of vessels 
or additional vessels to be employed by the contractor on an-essential foreign- 
trade line, route, or service approved by the Commission, but payments from 
the capital reserve fund shall not be made for any other purpose. The contractor 
may, with the consent of the Commission, pay from said fund any sums owing 
but not yet due on notes secured by mortgages on subsidized vessels.] 

C(c) To attain the public objects for which the financial aid provided for in 
such contract is extended and to insure the continued maintenance and successful 
operation of the subsidized vessels, the contractor shall create and maintain, 
during the life of such contract a “special reserve fund” in such depository or 
depositories as the Commission shall approve.] 

Cif the profits, without regard to capital gains and capital losses, earned by 
the business of the subsidized vessels and services incident thereto exceed 10 
per centum per annum and exceed the percentage of profits deposited in the 
capital reserve fund, as provided in subsection (b) of this section, the contractor 
shall deposit annually such excess profits in this reserve fund. From the special 
reserve fund the contractor may make the following disbursements and no 
others. 

[(1) Reimbursement to the contractor’s general funds for any losses on the 
operation of the subsidized vessels and services incident thereto sustained sub- 
sequent to the execution of the operating-differential-subsidy contract ;J 

[(2) Reimbursement to the contractor’s general funds for current operating 
losses on completed voyages of subsidized vessels whenever the Commission shall 
determine it is improbable that such current losses will be made up by profits 
on other voyages during the current year a 
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{(3) Payment of amounts due from the contractor to the Commission for 
reimbursement as provided in clause 5 of section 606, but such reimbursement 
shall be deferred until the amount on deposit in the special reserve fund shall be 
sufficiently in excess of 5 per centum of the capital necessarily employed in the 
business so that payment of such reimbursement to the Commission will not 
reduce the special reserve fund below a sum equal to such 5 per centum of 
capital necessarily employed in the business ; Provided, That such reimbursement 
to the Commission, if so deferred, shall be payable upon termination of the 
contract from any amounts then in the special reserve fund and the capital 
reserve fund: Provided further, That if any amounts shall have been transferred 
to the general funds of the contractor from either of such reserve funds and not 
repaid thereto, or if prepayments of amounts not due before one year after the 
date of termination of the contract have been made from the capital reserve fund 
pursuant to subsection (b) of this section, then the balance of such reimburse- 
ment not paid out of said reserve funds shall be payable out of any other assets 
of the contractor, but the amounts so payable from such assets shall not exceed 
in the aggregate the sum of the amounts so transferred and not repaid, and the 
amounts of such prepayments ; 

[(4) After reimbursement to the contractor’s general fund of all operating 
losses has been made, as provided in clause 1, and after reimbursement to the 
Commission of all amounts due from the contractor, as determined under clause 
5 of section 606, if the amount accumulated in the special reserve fund shall then 
be in excess of 5 per centum of the capital necessarily employed in the business, 
the contractor may, if the Commission approves, withdraw some or all of such 
excess reserve and pay the sum so withdrawn into the contractor’s general funds 
or distribute the sum so withdrawn as a special dividend to the contractor's 
shareholders or stockholders or a bonus to officers or employees, as the con- 
tractor may determine.] 

{(d) The Commission shall adopt and prescribe rules and regulations for 
the administration of the reserve funds contemplated by this section and shall 
include therein a definition of the term “net earnings” and the term “capital 
necessarily employed in the business”, as such terms are employed in this section : 
Provided, however, that the term “net earnings” shall take into account as a 
proper accounting charge to operation of vessels expense, an annual deprecia- 
tion charge on the vessels, computed on the economic life of the vessel as pro 
vided in section 607 (b) and the term “capital necessarily employed in the busi- 
ness” shall not include borrowed capital.] 

CUpon application of the contractor, the Commission, in its discretion, may 
permit the investment by the operator of some or all of the contractor's capital 
and special reserve funds in approved interest-bearing securities, approved by the 
Commission, upon condition that the interest on such securities shall be deposited 
in the capital reserve fund.J 

[(e) If, during any accounting year, the contractor’s general funds have 
become seriously depleted due to operating losses on the subsidized vessels and 
the special reserve fund has been exhausted, the Commission may, in its discre 
tion, permit the contractor temporarily to withdraw from his capital reserve 
fund such excess therein on deposit over and above the amount necessary to pay 
the principal amount currently due or about to become due on the contractor's 
mortgage obligation on the subsidized vessels: Provided, however, That the sum 
so withdrawn shall be repaid to the capital reserve fund as soon as the contra- 
ctor’s financial condition shall permit. 

{(f) Unless otherwise provided in the operating-differential subsidy contract, 
upon the termination of any such contract, the reserve funds required under this 
Act shall be the property of the contractor, except for such amounts as may be 
due the United States.J 

{(g) With the approval of the Commission, the contractor may voluntarily 
increase the amount of either or both reserve funds by depositing in such fund 
or funds any or all of the earnings otherwise available for distribtuion to stock- 
holders, or may transfer funds from the special reserve funds to the capital 
reserve funds. If a voluntary deposit of earnings approved by the Commission 
under this subsection after December 31, 1950, results in an overpayment of Fed- 
eral taxes for any year, interest shall not be allowed on such overpayment for 
any period prior to the date of approval of the deposit by the Commission.] 

{(h) The earnings of any contractor receiving an operating-differential sub- 
sidy under authority of this Act, which are deposited in the contractor’s reserve 
funds as provided in this section, except earnings withdrawn from the special 
reserve funds and paid into the contractor’s general funds or distributed as 
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dividends or bonuses as provided in paragraph 4 of subsection (c) of this section, 
Shall be exempt from all Federal taxes. Earnings withdrawn from such special 
reserve fund shall be taxable as if earned during the year of withdrawal from 
such fund.J 

Sec. 608. No contract executed under this title or any interest therein shall 
be sold, assigned, or transferred, either directiy or indirectly, or through any 
reorganization, merger, or consolidation [, nor shall any agreement or arrange- 
ment be made by the holder whereby the maintenance, management, or operation 
of the service, route, line, vessel, or vessels is to be performed by any other 
person] without the written consent of the Commission. [If it consents to such 
agreement or arrangement, the agreement or arrangement shall make provision 
whereby the person undertaking such maintenance, management or operation 
agrees to be bound by all of the provisions of the contract and of this Act appli- 
cable thereto, and the rules and regulations prescribed pursuant to this Act. 
If the holder of any such contract shall voluntarily sell such contract or any in- 
terest therein, or make such assignment, transfer, agreement, or arrangement 
whereby the maintenance, management, or operation of the service, route, line 
vessel or vessels is to be performed by any other person, without the consent of 
the Commission, or if the operation of the service, route, line, or vessel, shall pass 
out of the direct control of the holder of such contract by reason of any voluntary 
or involuntary receivership or bankruptcy proceedings, the Commission shall 
have the right to modify or rescind such contract, without further liability 
thereon by the United States, and is hereby vested with exclusive jurisdiction to 
determine the purposes for which any payments made by it under such contract 
shall be ex ended.J 


TITLE VII -RIVATE CHARTER OPERATION 


Note.—The following sections under this title would be eliminated: 

Section 704—Charter or sale of vessels acquired by Commission. 

Section 705—Employment of vessels on foreign trade routes; selection of 
routes ; encouraging private operation by sale er charter; selling price. 

Section 706—Advertising for bids for charters; rejection of bids. 

Section 707—Awarding charter on bids. 

Section 708—Payment of subsidies to charterers. 

Section 709—Excess profit; payment to Commission; formula for determining 
profit. 

Section 710—Undertaking required of charterer. 

Section 711—Terms and conditions of charters. 

Section 712—Insurance requirements; repairs; inspection by Commission; 
termination of charter in national emergency. 

Section 713—Financial resources and other factors considered in awarding 
charters. 

Section 714—Construction and chartering of vessels for unsuccessful routes; 
purchase of vessel by charterer; operation of vessel in foreign trade; purchase 
price. 

TITLE VIII—CONTRACT PROVISIONS 


Notr.—The following sections under this title would be eliminated: 

Section 803—Pecuniary interest of contractor in persons furnishing supplies 
and services to subsidized vessel forbidden. 

Section 805 (b)—Contractor in default paying more than specified salary. 

Section 805 (c)—Limitation on salary expenses in computing recapture 
obligation. 


PREPARED STATEMENT or H. X. Kelty, PresIpent, MisstsstPppr SHrppine Co., INc. 


My name is Harry X. Kelly. I am president of Mississippi Shipping Co. Inc., 
a Louisiana corporation with the trade name of Delta Line. 

My company is the operator on essential trade Routes No. 20 from the Gulf 
to ports on the east coast of South America, and No. 14-2 to the west coast 
of Africa. Our regular ports of loading are Houston, Galveston, and Port Arthur, 
Tex. : New Orleans, La., and Mobile, Ala.; but our steamers also load at Browns- 
ville and Corpus Christi, Tex.; Lake Charles, La.; Gulfport, Miss.; and Pensa- 
cola and Tampa, Fla. The ports of call on the east coast of South America 
begin at Belem (Amazon River) and include all major ports as far south as 
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Buenos Aires. The ports of call on the west coast of Africa begin at Dakar in 
Senegal and include ports in French West Africa, Republic of Liberia, British 
West Africa, Belgian Congo, and as far south at Lobito, Portuguese Angola. 

I am here today to discuss proposed drastic changes in the Merchant Marine 
Act 1936, particularly the “essential trade route concept” upon which the operat- 
ing provisions of title VI of that act are predicated. 

Perhaps more clearly than in the case of any other contractor under that 
act, the development of trade, both export and import, on the routes served by 
Delta Line exemplifies the soundness of that concept. Until the implementation 
of the trade route concept by the original United States Shipping Board, under 
the direction of the Congress as embodied in the Shipping Act, 1920, the United 
States ports on the Gulf of Mexico had been served, at best, only sporadically 
and irregularly, a condition which made it practically impossible for the Ameri- 
can manufacturer and producer in the area tributary to the Gulf to develop any 
foreign trade of consequence. 

The development of the trade route concept, as finally spelled out in the 
1936 act, requiring the maintenance of adequate regular and dependable services 
on those routes deemed essential, has operated to make the American merchant 
marine the servant of the American exporter and importer. Service must be and 
is provided in times of thin traffic as well as when it is booming, and it is pos- 
sible for those who utilize such service to plan ahead—to know that it will be 
there when they require it—and not subject to withdrawal on little or no notice 
when the shipowner sees an opportunity for a temporary improvement elsewhere. 
The availability of this type of regular and dependable service at the Gulf ports, 
which it would have been impossible to attain without the benefits—and the 
accompanying requirements—of the 1936 act and its predecessors, has been a 
major factor in enabling the manufacturer and producer in the midcontinent 
area to extent and expand his foreign trade to many times its size when Delta 
Line first went into operation. 

When our line was founded and went into operation more than 30 years ago 
under arrangements with the orginial United States Shipping Board, there was 
no southbound service from the Gulf to the east coast of South America. Brazil- 
ian coffee was transported northbound to the Gulf in British and Japanese steam- 
ers. The British steamers, after discharge, loaded and sailed for England; 
the Japanese steamers for Japan and the Far East. The idea of our line was 
to provide two-way service with Brazil. After a few months the service was 
extended to Uruguay and Argentina. 

In 1920 the total outbound and inbound cargo carried by Delta Line in 9 
voyages was 91,000 dead-weight tons. After 18 years devoted to the development 
of the trade on essential Route 20, the combined outbound and inbound cargo 
carried on 39 voyages was 323,000 dead-weight tons. In 1952 on 50 voyages, the 
steamers of the line carried 424,000 dead-weight tons on that route. 

During this entire period, with the exception of the war years, this service has 
been maintained with as much regularity and dependability as it has been pos- 
sible to provide, and the results speak for themselves. 

In the development of Trade Route 20 we have opened our own offices at Rio 
de Janeiro, Santos and Buenos Aires, with 60 employees. We also maintain 
domestic offices in New Orleans, Chicago, St. Louis, and New York, and our 
traveling solicitors cover all the territory from Denver on the west to Akron, 
Pittsburgh, and Atlanta on the east. 

You many wonder why we solicit in Akron and Pittsburgh for shipments 
through the gulf. The tire factories in Akron have plants in the South where 
they manufacture cotton tire fabrics. This fabric is exported to their factories 
in South America and shipped through gulf ports on account of the lower 
domestic freight rates. In Pittsburgh our men call on shippers of oil and oil 
products, firebrick, plate glass, and carbon black. Shippers of oil products have 
refineries in Texas; firebrick and plate glass are manufactured in the State of 
Missouri; and carbon black is shipped from both Texas and Louisiana. This 
contact with shippers, quotation of freight rates and schedules, and discussion 
of exporter’s problem can only be performed properly by representatives of 
regularly established lines, providing regular and dependable service. The in- 
terior offices are very helpful to the exporters and importers. Instead of con- 
tacting New Orleans for a freight rate or a scheduled departure, the exporter 
or importer in the Chicago-St. Louis area can merely pick up the telephone and 
obtain all the information he requires in a few minutes. The total population 
of the area where domestic freight rates to the guif are lower than to other 
coasts is 70 million. The extent of the territory served by the Delta Line is 
graphically illustrated on the map attached hereto. 
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In 1945, the Maritime Commission initiated active efforts to secure adequate 
coverage of essential Trade Route 14, from the North Atlantic and the gulf to the 
west coast of Africa. This route, insofar as the Gulf was concerned, was but 
lightly served, sailings being sporadic and amounting to only 3 or 4 a year. 
These were sailings of steamers which usually operated from New York but 
which called occasionally at the gulf when cargo offered. 

Having before us the illustration in our own operations of what a regular 
and dependable service can do in developing the foreign trade of the American 
manufacturer and producer, we applied for allocation of that part of the route 
serving the gulf ports. After a hearing in the fall of 1946 the Maritime Com- 
mission divided the service and awarded to us the contract on route 14—2 from 
the guif area. We assigned to the service three C-1—A diesel-operated vessels, 
and made the first sailing with the M. V. Del Oro on May 10, 1947. 

In 1948, our first full year of operation to west Africa, we carried on 12 voyages 
a total export and import cargo of 67,000 dead-weight tons. In 1952, on 17 
voyages, the corresponding figure was 141,000. Our ships in 1953 are going out 
full and down and we now are serving the route with four transatlantic vessels. 
In addition, we have two feeder ships operating on the west African coast to 
speed the turnround of the home-based vessels. 

These feeders make the smaller, shallow draft ports and transship to and from 
the transatlantic ships. They have been very helpful in building the traffic, and 
the coverage on this essential route contrasts most favorably with its service 
prior to May, 1947. 

Had it not been for our contractual arrangements pursuant to the essential 
trade-route concept which has governed the application of aid to the American 
merchant marine, it would not have been possible to bring about the develop- 
ment which has characterized that trade during the 6 years of our operation 
thereon. Without that concept as the basis for governmental aid, no management 
would or could sustain the periods of heavy loss necessarily incident to regular 
service, in the face of more attractive prospects in other trades. 

We serve a vast domestic territory, embracing 80 percent of Montana, Wyom- 
ing, Colorado, and New Mexico, all of Texas, and extending east to cover Minne- 
sota and Wisconsin and including the cities of Chicago, Cincinnati, and Atlanta. 
The reliable and regular service we have afforded this area for 33 years to South 
America and 6 years to Africa, has done much to assist in its agricultural and 
industrial development. 5 

There have been years in which world trade conditions were such that prudent 
management, with its responsibility to stockholders, would have been impelled 
to withdraw vessels from the routes which we serve and employ them in more 
immediately lucrative fields. For example, there have been periods since the 
war when the monetary exchange problems of our South American neighbors have 
contributed largely to a drastic curtailment in the traffic available for movement 
to and from the east coast of South America ; while at the same time our national 
policies of providing economic aid to other parts of the world have made trade to 
those areas most attractive. Had we been free of our contractual obligations, we 
might well have withdrawn vessels from our regular routes and utilized them 
more profitably elsewhere. However, we are convinced that as a long-range 
proposition, with its development of regular traffic dependent upon regular serv- 
ice, both the shipper and the ship operator benefit from the application of the 
concept of essential trade routes and the requirement for regularity of service 
thereon. It is equally important that the operator of an essential trade route, 
required to furnish service in lean as well as fat years, should be protected 
against overtonnaging of the route during those periods when its prospects are 
bright. Such operators today face strong competition from foreign-flag lines 
which operate under no restriction and are free to skim the cream of the traffic 
wherever it looks most attractive. That situation would be compounded were 
subsidized American-flag vessels given the same complete freedom of action, as is 
contemplated by the proposal before you. 

One of the primary purposes of the 1936 act is to insure that the American 
merchant marine will be adequate not only for our foreign commerce but also as a 
naval and military auxiliary in time of war or national emergency. The essential 
trade-route concept plays a large part in insuring that our Ameriean merchant 
marine is properly equipped with modern vessels designed and constructed in 
accordance with proper standards, by its specification of the number and type 
of vessels required to provide proper service on any given essential route. The 
governmental authority administering the act can control the types and numbers 
of craft to be built. In order to continue to qualify for aid an operator is required 
to provide a fleet properly adapted to the needs of that trade. 
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At the time the Mississippi Shipping Co. entered into its operating-differential 
subsidy contract under the 1936 act it owned 9 Hog Island freighters which at 
that time were 17 years old and rapidly approaching obsolescence. Its original 
contract required that this fleet be replaced with new tonnage, and in May of 
1940 the company placed in operation the steamer Delbrastl, a modern combina 
tion vessel with accommodations for 63 passenzers. In the first half of 1941, two 
sister ships, the Delorleans and Delargentina, were placed in operation. 

Construction was started on three additional ships of the same type, which 
were not completed for private operation on account of World War II. The 
three vessels which the company had placed in operation were requisitioned at 
cost less depreciation, in accordance with the right to acquire vessels on a non- 
protit basis accruing to the Government by reason of the 1936 act and our subsidy 
contract. These ships were of great value to the war effort at a time when 
tonnage of this character was available only in limited quantity. All of our nine 
freighters were also requisitioned, as were all the freighters of all subsidized 
operators 

Since the effective date of the act, our company has contracted for 24 vessels, 
9 of which were combinations, 6 having accommodations for 63 passengers each, 
and 3 having passenger capacities of 119. Twenty-one of these ships were de 
livered to us. The contract for the remaining 3 was canceled at the request 
of the Maritime Commission, before completion of construction, in order that the 
hulls might be made available to the Navy. Of the 21 vessels delivered, 8 were 
requisitioned for title during the Second World War, leaving us in 1947 a fleet 
of 3 combination vessels carrying 119 passengers each and 5 C—2 freighters. In 
1947, we purchased 6 C—1A freighters under the Merchant Ship Sales Act of 
1946, bringing our fleet to a total of 14 vessels. 

At the time the 1986 act was passed, 47 American steamship companies were 
operating 61 lines. The act provided for no “chosen instrument,” since every 
operator who could qualify and was willing to accept the obligations and respon- 
sibilities imposed by the act was eligible for a contract. Nineteen of those com- 
panies were largely in the coastwise or insular trades or were industrial carriers 
operating primarily to carry goods for their owners. Of the remaining 28 lines, 
11, with 252 ships, elected to accept the exacting requirements of the contracts 
under the act. The other 17 of the 28 lines did not apply for participation. The 
original 11, known as the subsidized operators, have now been increased to 15. 
The provisions of the act were not acceptable to the other 17 lines, as evidenced 
by their decisions not to apply for participation. 

Fortunately for the national defense and the preservation of American lives 
and goods, the act was almost immediately successful in producing the designs 
of the C—types of standardized dry-cargo merchant vessels; and in encouraging 
the construction of advanced passenger-cargo designs such as the Sparrow Point 
Delbrasil type. 

These vessels were modern, speedy, and well designed. Some were in opera- 
tion and many under way when war started; and their record during the hos- 
tilities was imposing. To be exact, on December 7, 1941, the record was 77 
C-type vessels completed and 185 under construction, many of them for sub- 
sidized contractors under the terms of their contracts requiring replacement of 
tonnage. It was extremely important to the Nation that this nucleus had been 
established at the outbreak of the war. 

Our fleet of 14 vessels will begin to reach the age of obsolescence in 1962. In 
the meanwhile, it is possible that increased trade will demand increases in the 
tonnage necessary to serve the routes. On the basis of the best available figures 
on probable costs, our 14 ships, leaving out of consideration any possible increase 
in the fleet, will demand for replacement $121 million, the expenditure of which 
must be faced in the period beginning in 1962 and ending in 1967. Under the act 
as now functioning, the down payments on the replacement tonnage will require 
a cash reserve of over $20 million. The passage of the proposed bill now under 
discussion would force us to reconsider every plan we have made for the future. 
If we were to abandon the essential trade route concept and revert to the hap- 
hazard service afforded prior to the birth and implementation of that idea, the 
adverse effect would have an important impact on the entire Mississippi Valley 
and guif coast area, and would necessitate a complete reassessment of our 
prospects for successful operation and of the vessels necessary to achieve it 

The proposed bill is a complete reversal of the 1936 act and the intent of 
Congress and the American people as expressed therein. It would destroy the 
progress made by the American Merchant Marine in 16 years and would encour- 
age a dog fight for supremacy between all of our flag vessels in all of the ocean 
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trade lanes. Any step toward such an outcome should be most carefully con- 
sidered. We urge you not to abandon a successful venture in legislation to 
begin a new series of experiments. 


——— <r aie = ——— 


4 , nef ‘eo aA 
C0 es y LeyP 
| * » e ’ o , 


——— cen nee a in 
s s Pi VALLEY INDUSTRY & AGRICULTURE SERVED BY RAIL, RIVER & AIRWAYS THRU MODERN GULF PORTS 


vevewan 4 anctwrinn — WEST COAST OB AFRICA- Gnas. rect rows, wonmuns, YanGRAD, AERA, AGO, BUA. A, PONTE MIRE, TAD, LAND 8 10 





MISSISSIPPI SHIPPING COMPANY, INC 
7 rad NEW ORLEANS, LOUISIANA 
ALES ” } OPERATING 
f x MODERN DEPENDABLE SHIPS 
ON REGULAR SCHEDULE 


OC TwUEN US CULT SOmTD ane 
CAST Const OF SOUTH Anemce 


UNITED st 








STATEMENT OF FRANK A. NEMEC, CHAIRMAN, FINANCE COMMITTEE OF 14 CoM- 
PANIES HOLDING OPERATING-DIFFERENTIAL SUBSIDY AGREEMENTS 


My name is Frank A. Nemec and I appear here as chairman of the finance 
committee of 14 companies holding operating-differential subsidy contracts under 


the Merchant Marine Act of 1936. 
During the course of my presentation I shall testify on matters which fall 


under the following general headings: 
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I. A financial analysis and report for the period ending December 31, 1951, of 
the results of operations of companies holding operating-differential subsidy 
contracts under the 1936 act. 

II. The significance and importance of the recapture provisions of the act 
particularly in connection with the AASO allegation of imprudence in connection 
with wage negotiations. 

III. Revised estimate of the cost of both the AASO and the tramp shipping 
proposals. 

1 shall be followed by Mr. Gerald E. Donovan, vice chairman of the finance 
committee, who will explain the importance of the replacement problem facing 
the industry and the importance of the continuance of the reserve fund pro- 
vision of the 1936 act in connection therewith. Mr. Donovan will also comment 
on the part that private capital can be expected to play in meeting their replace- 
ment problem. 

I should now like to turn to the document which has been furnished to each 
member of this committee entitled “Financial Analysis and Report of Companies 
Holding Operating-Differential Subsidy Contracts Under the Merchant Marine 
Act, 1936, As of December 31, 1951. 

In the interest of brevity I should like to file this analysis and report for the 
record and only briefly review its substance. Nevertheless, in view of the com- 
plete disclosure of the combined financial and other results of the operations of 
the companies holding operating contracts under the 1936 act, the companies 
which I represent hope that each member of the committee, as well as the staff, 
will read this document carefully. 


RECAPTURE AND THE AASO ALLEGATIONS 


The AASO through their president, Mr. Morgan, has charged that the 1936 
act has had an escalating effect on wage costs of the industry. In his appearance 
before this committee he stated: 

“Another weakness in the statute is the uneven situation it has created in the 
matter of collective bargaining. For the subsidized companies, the Government 
pays the full difference between foreign and domestic costs. It therefore makes 
no practical differences to these companies how high domestic costs rise. The 
Government is always there to absorb any increases. That puts the subsidized 
companies in an extremely favorable position in collective bargaining. They do 
not have to consider whether or not they can afford to grant unreasonable wage 
demands, and the unsubsidized companies have to pay whatever is agreed to by 
those that have subsidies.” 

Since this allegation shows complete ignorance of the significance of the recap- 
ture provisions of the 1936 act, I will outline the provisions to this committee 
and summarize the recapture status of the companies here represented. 

The recapture provisions 

Under the 1986 act, earnings during a 10-year accounting period in excess of a 
fixed return on capital employed in the business are divided equally between the 
operator and the Government until the full amount of subsidy has been repaid. 
Thus the Government and the operators are equal partners in such earnings up 
to the full amount of operating subsidy ; when that point is reached, the balance 
of earnings belongs entirely to the operator. 

This means that companies in a “full” recapture position return all subsidy 
to the Government and, therefore, quite obviously all seagoing wage costs during 
the full recapture period are borne entirely by them. In the event companies 
are ina “partial’’ recapture position, they bear at least some part of the increases 
because all increased costs reduce the earnings which are equally divided between 
the contractors and the Government. Even companies not in a recapture posi- 
tion would be reluctant to grant further wage increases, since at least some 
portion of the increases made in a current year are for their own account. 

The status of recapture 

Recapture represents a direct reduction of the cost of operating-differential 
subsidy to the Government. For the 14 years ended December 31, 1951, the 
reduction in subsidy cost was almost one-half (43 percent) since the recapture 
for the period aggregated $111,392,038. 
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At December 31, 1952, the following analysis of the recapture position of the 
companies is significant: 


Number of companies 


100 percent | Partial re- | No recap- 
recapture capture ture 


1ated recapture period 
nt recapture periods 


During recapture periods which were terminated at December 31, 1951, the 5 
companies in full recapture and the 7 companies in partial recapture positions 
returned $54,474,179 to the Government, almost two-thirds (63 percent) of total 
subsidy for the period. These returned amounts represented more than two- 
thirds of all wage subsidy paid. Most of these recapture periods terminated 
at the end of 1947 and 1945, but a few ran through 1949 and 1950. 

The results of the second recapture period under the act are not yet final. 
However, at December 31, 1951, the results of all operations show that almost 
$57,000,000 or about 33 percent of all operating subsidy will be returned to the 
Government. These current recapture provisions aggregate about half of the 
wage subsidy accrued. 

In light of the above record, the testimony of Mr. Morgan before this commit- 
tee to the effect that— 

“It therefore makes no practical difference to these companies how high these 
costs rise. The Government is always there to absorb any increases’— 


is misleading. The facts speak for themselves. 

These recapture provisions and the business sense of the owners and managers 
of these companies should reassure this committee that the subsidized lines have 
been aware of their public responsibilities under the 1936 act. 


REVISED ESTIMATE OF THE COST OF SUBSIDY PROGRAMS SUBMITTED BY AASO AND 
TRAMP SHIPOWNERS 


Two proposals have been submitted to this committee for extended subsidy aid 
to vessels engaged in foreign commerce of the United States which have not 
qualified or are ineligible under the provisions of the Merchant Marine Act of 
1936. The first proposal, sponsored by Mr. George Morgan, president of AASO, 
would eliminate the parity concept in the payment of operating-differential sub- 
sidy. Also, it would extend a limited wage subsidy not only to vessels engaged 
in operations on essential foreign-trade routes, but to other vessels engaged in 
foreign commerce. The second proposal, advocated by Mr. Marvin Coles, attor- 
ney representing the American Tramp Shipowners Association, Inc., would 
extend subsidy aid under existing provisions of the Merchant Marine Act of 1936 
to a maximum number of 200 vessels engaged in tramp shipping. 

During the course of their testimony, each of these witnesses furnished esti- 
mates as to the cost of their respective proposals, both of which appear incomplete. 

To provide this committee with a complete record of pertinent facts, we submit 
revised cost estimates as to the ultimate cost of each proposal. 


4ANO proposal 


In the exhibit submitted by Mr. Morgan with his testimony before this com- 
mittee, it is asserted that the total cost under the limited wage subsidy plan 
searcely would exceed the cost of the present subsidy program on the vessels 
now operating under subsidy agreements with the Government. It was stated 
that for the fiscal year 1951 the cost of supporting the 260 subsidized vessels in 
foreign trade amounted to $68.1 million. It is his contention that 375 additional 
vessels could be included in a wage-subsidy program at a total cost to the 
Government of $70.2 million for the total fleet. . 

During the course of his testimony, Mr. Morgan upon interrogation by one of 
the members of this committee, revised his estimate as follows: 

“Mr. ToLLerson. Under your proposal, do you think that the Government would 
be paying more money out in subsidies than under the present program? 

“Mr. MoreGan. Yes, sir. 
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ve 


“Mr. TOLLEFSON. Would you give your guess, percentagewise, as to how much 
it might be? 

“Mr. MorcGan. I give a figure yesterday, which it seems to ne was $45,800,000" 
(p. 92, transcript). 

We have analyzed the AASO estimates in the light of known wage costs and 
the subsidy rates applicable to operations in the foreign trade for the calendar 
year 19538 and tabulations are submitted herewith: 

Exhibit A: Estimated Operating-Differential Subsidy Payable on Subsidized 
Vessels for Calendar Year 1953. 

Exhibit B: Estimated Subsidy on Wages of Officers and Crew on Nonsubsidized 
Dry-Cargo Vessels Engaged in Foreign Trade for Calendar Year 19538. (On this 
exhibit, we have calculated the amount of additional wage subsidy which would 
be applicable to all unsubsidized vessels operating in the foreign trade at Decem- 
ber 51, 1952. These calculations were based on known wage factors by vessel 
types and an estimated wage subsidy of 75 percent which is in line with the pres 
ent situation in the foreign trade.) 

A summary from these exhibits is shown below to present a realistic estimate 
of the full costs of the AASO proposal : 


Wage subsidy cost under AASO proposal: 
On presently subsidized vessels la 7 3 $59, SOL, OOO 
On presently unsubsidized vessels : 91, 457, OOO 


Total 151, 348, 000 


While Mr. Morgan's testimony did not make it entirely clear how much he 
thought that his program would increase the costs of present subsidy aid to the 
merchant marine, it is apparent that he greatly understated the case, particularly 
when he failed to recognize reductions in the cost of the present program due to 
recapture 

Using actual recapture experience to weigh estimates of final 1953 subsidy 
costs under the 1936 act, we reduce the gross subsidy by 43 percent for recapture 
and make the following comparison : 


Cost of AASO proposal, wages only, without recapture, as above $151, 348, 000 
Estimated net 1953 cost of present program covering all items 
($79,855,000 less 48 percent to weigh for long-term recapture) 45,517, 000 


Excess cost of AASO proposals over present program under 
1936 act 105, 831, 000 


The additional operating subsidy is only part of the ultimate cost of the AASO 
proposal. We must assume that vessel replacements will be required and that 
construction subsidies and Government mortgage loans will be granted 

Based on a recent study of the Department of Commerce, the total cost of 
replacing the unsubsidized vessels in foreign irade will be about $1,996,000,000 
(see exhibit C) We have estimated that not less than 40 percent of such 
amount, or about $800,000,000, will represent the cost of construction subsidy and 
defense features. This must be considered in connection with the AASO proposal. 

A 10-year summary of the additional cost for the nonsubsidized fleet is as 
follows: 


Additional cost for operating subsidies $1, 058, 000, 000 
Probable maximum construction subsidy and national defense 
features (exhibit C) 800, 000. 00 


1, S58, 000, OOO 


To the foregoing, additional appropriations which might aggregate as much 
as $800 million for Government mortgage loans no doubt would be required 
to effectuate construction. Thus, appropriations making a grand total of more 
than 2% billions of dollars will be needed for the proposed program over the 
next 10 years. 


1 American Merchant Marine and the Federal Tax Policy, U. S. Department of Com 
merce, Maritime Administration, November 1, 1952, Government Printing Office. Using 
these figures is illustrative only, since we do not anticipate that all unsubsidized vessels 
will be replaced under the AASO proposal We have further assumed that some replace 
ment obligation will be required in return for operating and that, therefore, some or 
all of this construction cost should be considered as part of the overall progran 
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Tramp-shipping proposal 

The tramp-shippiug proposal would extend subsidy aid on the 5 items of operat- 
ing cost presently included in subsidy contracts to a maximum of 200 vessels at 
“a subsidy per day of somewhat over $500.” 

At $500 per day and assuming the vessel would operate 355 days per year, the 
annual cost would be $177,500 per vessel or $35,500,000 for the 200 vessels. How- 
ever, on exhibit B we have calculated that the estimated wage subsidy alone for 
a Liberty-type vessel in 1953 will be about $193,000 per annum or about $38,600,- 
000. Under the tramp-shipping proposal subsidy would not be limited to wages, 
but would include other items of expenditure. Subsidy on these items should 
approximate $12,500,000 and the total annual cost of subsidy, therefore, for the 
200 tramp vesse!s would be $51,100,000. 

In any case, if the full fleet of 200 vessels could be employed, the total cost over 
a period of 10 years probably would amount to over $500 million, exclusive of any 
recapture that might be returned to the Government if the tramy ventures 
proved profitable. 

Since the tramp shipping proposal does not modify any of the other basic 

provisions of the 1936 act, we must assume a replacement program, which is 
a requirement of all subsidized companies, and since the Libertys are obsolete 
vessels, such replacement should be prompt. Based on Maritime Administration 
estimates of construction costs of a tramp-type vessel with slightly increased 
speed over the Liberty, the cost of such a program may be summarized as 
follows :? 
Total construction cost of 200 vessels, at $3,850,000 each $770, 000, 000 
Less cost to operators, at 60 percent____--_____---__ 462, 000, 000 
Net cost to Government representing construction subsidy and cost 

of national defense features- : 308,000, 000 


Additionally, appropriations necessary to cover Government mortgage loans 
may aggregate as much as $300,000,000 over the replacement period. 

A summary of the estimated appropriations needed to cover this program for 
the next 10 years follows: 


Cost of operating subsidies_____~_- $500, 000, 000 
Construction subsidy and national defen nse features thea ele iliiietibae ed 308, 000, 000 


Total subsidy cost _- 808, 000, 000 
RG TRORGNNIS WUBI nc hi eld whens 300, 000, 000 


Total appropriations required Sb hintnsitneecaas dig ey eee 


Exuisir A.—LHstimated operating-differential subsidy payable on subsidized 
vessels for calendar year 1953 
Total estimated subsidy per Maritime Administration budget :? 


Fiscal year ending June 30, 1953 aa $74, 974, 000 
Fiscal year ending June 30, 1954_____-_ i . 84, 737, 000 


Total “ 159, 711, 000 


Total estimated subsidy for calendar year 1953, 50 percent of 

$159,711,000 ___- hs ; 79, 855, 000 
Less estimated subsidy ‘applic able to vessel expense othe r the in wages 

(estimated at 25 percent of total) - 19, 964, 000 


Estimated subsidy on wages of officers and crew for calendar 
year 1953 on all presently subsidized vessels_ 59, 891, 000 


? American Merchant Marine and the Federal Tax Policy, op. cit. 
1 Department of State, Justice, and Commerce Department appropriations for 1954, 
printed for use of the Committee on Appropriations, House of Representatives, 83d Cong., 
ist sess., U. 8S. Government Printing Office, Washington, D. C., 1953, p. 425. 
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ExHisit C.—Hstimated replacement costs, unsubsidized vessels in foreign trade 


Total replace- 
ment cost 


$138, 600, 000 


375, 870, 000 
296, 050, 000 
243, 210, 000 
612, 150, 000 
257, 801. 000 
72, 200, 000 


1, 895, 881, 000 


0 
, 200 


1, 996, O00, 000 


ng more speed, 


ri tive 


FINANCIAL ANALYSIS AND REPORT OF COMPANIES HOLDING OPERATING DIFFERENTL 
SUBsIpy CONTRACTS UNDER THE MERCHANT MARINE Act, 1936 


This analysis and report covers combined financial statements and results of 
operations of the companies listed below, being all companies holding contracts at 
December 31, 1951: American Export Lines, Inc., American Mail Line, Ltd., 
American President Lines, Ltd., Farrell Lines, Inc., Grace Lines, Inc., Lykes Bros, 
Steamship Co., Inc., Mississippi Shipping Co., Inc., Moore-MceCormack Lines, Inc., 
New York and Cuba Mail Steamship Co., Pacific Argentine Brazil Lines, Inc., 


Seas Shipping Co., Inc., the Oceanic Steamship Co., United States Lines Co. 


FINANCIAL RESULTS OF OPERATIONS 


In order to fully disclose to the Congress and the Administration the financial 
results of the operations of companies holding operating-differential subsidy 
agreements, there are attuched combined financial statements of all subsidized 
steamship companies as of December 31, 1951. (These statements and all finan- 
cial data included herein were compiled by nationally recognized firms of public 
accountants as of December 31, 1950, and adjusted by us include the operations 
of the year 1951, taken from Supplement to the Annual Report of the Federal 
Maritime Board, Maritime Administration, submitted to the 88d Congress of the 
United States, Ist session.) The combined financial statements are as follows: 

Statement A: Balance sheet as of December 31, 1951. 

Statement B: Statement of earnings for years 1951 and 1950. 

Statement C: Summary of changes in stockholders equity during the 14 years 
ended December 31, 1951, together with certain supporting schedules. 

During this 14-year period of the existence of the Merchant Marine Act, 1936, 
stockholders’ equity increased by $372,315,217 (or $317,315,217 after deducting 
deferred taxes) primarily because a major portion of all earnings were retained 
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in the business in accordance with the provisions of the 1936 act. This is sum- 
marized below (see statement C for details) : 


Per state- After deduct- 
ments | ing deferred 
attached taxes 


Earnings and gains from all sources, after deducting Federal taxes on income 
and other adjustments $504, 957,832 | $449, 957, 832 
Less dividends paid (other than stock dividends 132, 642,614)) (132, 642, 6 


Earnings retained in the business 372, 315, 217 317, 315, 
Add stockholder equity at beginning of company operations under 1936 act 
and other invested capital 78, 102, 585 78, 102, 585 


Stockholder equity at Dec. 31, 1951 450, 417, 802 395, 417, 


In order that the source and nature of the earnings of the companies during 
the entire period of their operations under the 1936 act may be fully disclosed, 
we have furnished additional details on statement C. These details are sum- 
marized below: 


1. World War II operations 

>, Commercial operations, including subsidy net of recapture 
Capital gains on vessel transactions 
Less other adjustments 


Total earnings and gains before Federal taxes 635, 461, 816 
Deduct Federal income and excess profits taxes (130, 503, 984) 
Net earnings and gains for all sources 504, 957, 832 
NOTE The above amounts do not reflect deferred taxes, as will be explained later in 
this report 


1. WORLD WAR II OPERATIONS 


The earnings from wartime operations during the years 1942 to 1945, inclusive, 
were $86,782,622. These earnings include principally time charter hire, bareboat 
charter hire, agency fees, etc., paid to the lines by the Government during 1942 to 
1945, when the entire merchant fleet of the United States had been requisitioned 
for use by the United States. ; 

Only small earnings were realized from agency fees paid by the Government 
because not only were the fees low for the services rendered but the Government, 
under the agreements, recaptured from 75 to 90 percent of the profits, in excess 
of certain minimums. 

The bareboat and time charter rates were fixed by the Government itself, and 
were less than the going commercial rates before Pearl Harbor. As in the case 
of requisitions for title, under the Constitution, the shipowners were entitled to 
“just compensation” from the Government for the use of ships requisitioned, and 
the requisition charters so provided. 

If the subsidized lines had exercised their constitutional prerogatives and 
asked for judicial determinations of “just compensation,” as other shipowners 
have done, the wartime earnings and capital gains of the subsidized lines would 
have been substantially increased. This was attested to by Adm. E. 8S. Land, 
Administrator of the War Shipping Administration, in a report to the House of 
Representatives, dated April 15, 1944 (H. Doc. No. 20-A), wherein he stated: 

“If the owners generally had refused our rates and sued in the courts the 
extra cost to the Government for charter hire alone on the basis of the Olsen 
case might have been over $150 million per annum or $500 million for the war 
period.” 

It is a fact, however, that all of the subsidized lines voluntarily entered into 
contracts with the Government which provided a lesser return than 1941 world 
charter market rates.’ 

The record of the War Shipping Administration prove this. In July 1946, 
the Administrator of the War Shipping Administration in a letter addressed 


1 All subsidized lines party to the so-called Red Sea space charters have entered into 
bilateral agreements to the Renegotiation Board and have voluntarily refunded large sums 
to the Government on account of such charters 
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jointly to the chairmen of the Senate Committee on Commerce and of the House 
Committee on Merchant Marine and Fisheries, said: 

“I think it important, however, to point out that the War Shipping Administra- 
tion time charter rate of $4 represented a reduction from the 1941 world rate 
of $10.20.” 

It may also be noted that the immediate postwar rates established by the 
Maritime Administration for the charter of surplus Government-owned vessels 
to American operators, including additional charter hire paid by the subsidized 
lines, were higher than the wartime charter rates paid the operators by the 
Administration. 

These wartime earnings of the subsidized lines fall into the same category as 
wartime earnings of the chemical industry, the motor industry, the airplane 
manufacturers, the munition plants, and other segments of American industry 
that were mobilized for and contributed to the war effort. The earnings repre- 
sent payment for services efficiently rendered by the subsidized lines during the 
war. 

The extent to which the subsidized lines made financial sacrifices in the 
national interest during the war years has never been adequately disclosed to 
this committee. 

The subsidized lines realized net operating earnings during the war years as 
follows: 

















Combined Percent of 
net operating combined 
earnings net worth 




















194 $14, 726, 000 | 6.6 
13, 610, 000 5.9 
12, 329, 000 5.0 







NoTE 1942 has been omitted as a year of conversion to full mobilization, 






These earnings were substantially below those of any other American industry 
making a real contribution to the war effort. 

The earnings of the subsidized lines during 1943 to 1945, inclusive, in terms of 
percentage of net worth, ranged from one-half to one-fifth of those of 10 repre- 
sentative war industries. A comparison of the average rate of earnings of these 
10 industries with those of the subsidized lines presents a remarkable and illu- 
minating picture. 








1944 





1945 












Percent Percent | Percent 
Average rate of earnings of 10 representative war industries 15.6 15.9 16. 4 
Ave ubsidized lines 5.0 









5.9 









The details of this comparison are as follows: 


Comparison of ratios of earnings after Federal tares to net worth of representa- 


tive war industries with those of the subsidized lines, years 1943 to 1945, 
INCLUSIVE 












1943 1944 1945 
















Number Number Number | 

| of com- Per- | of com- Per- | of com- Per- 
panies cent panies cent panies | cent 
covered covered covered 















Aircr ft equipment 32 | 25.6 34 | 25.2 32 28.8 
Automobiles 10 | 12.4 10 | 13.0 9 13.9 
Aviat transportatior 13 14.5 17 | 14.4 19 13. 4 
D ‘ 10 | 15.2 9 | 16.8 3 19.7 
Er i bir 9 21.5 9 | 20.8 9 16.4 
General i ial machinery 41 14.6 41 13.5 38 12.5 
Metalwork nachinery 29 | 18.2 31 | 13.2 38 11.0 
Miscellaneous iro i steel product 16 | 22.1 20 | 18.3 11 17.3 
I 2 Is W U teelmaking faci ci >| 13 5 | 12.3 7 13.4 
St building 7 | 22.4 7 | 220 7 19.3 
Average of above industries 172 15.6 183 15.9 183 16.4 
The subsidized lines, as disclosed by this report 12 6.6 12 5.9 12 5.0 












Source se rit 


ties and Exchange Commission for the representative war industries. 
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Further, the comparison is made even more extreme when it is realized that 
the earnings of other war industries, as reported to the Securities and Exchange 
Commission, have been reduced by extraordinary amortizations of wartime 
facilities, covered by certificates of war necessity. 

The accelerated wartime amortization permitted by such certificates was of 
enormous benefit to many segments of industry. The records of the war Pro- 
duction Board disclose that American industry invested over $6,728,000,000 in 
war facilities which were covered by certificates of war necessity, the railroads 
participating to the extent of over $1,429,000,000. 

Certificates of war necessity were issued to motor, air, and water carriers 
(including certain nonsubsidized steamship lines) covering projects amounting 
to $221 million. 

Companies obtaining certificates of war necessity were able to acquire new 
fixed assets, the cost of which in many instances were borne almost entirely by 
the United States since the writeoff of amortization on these assets rendered a 
substantial portion of their profits free from renegotiation and Federal income 
and excess-profit taxes. 

During the war years, 1943 to 1945, inclusive, the subsidized lines received no 
operating-differential subsidy; during this time they financed all of their war- 
time capital additions without benefit of certificates of war necessity and paid 
taxes on all wartime earnings. 

In return for their wartime compensation, the subsidized lines performed 
prodigious tasks in the war effort. 

(a) They contributed to war service the remaining vessels of their original 
fleets plus 110 new vessels, aggregating 1,071,908 dead-weight tons, constructed 
under the 1936 act. This latter group was substantially the entire modern mer- 
chant fleet available to the Nation during the first, trying months of war 

(b) By their experience, know-how, and worldwide organization, they kept 
this fleet (and, later, other war-built vessels assigned to them) equipped, manned, 
and in efficient operation and saved the Governinent untold millions of dollars. 

(c) They handled transactions involving $2,800,000,000 for a compensation of 
less than one-half of 1 percent. These figures do not include any amounts in 
respect of cargo handled for the Army, Navy, or other agencies of the Government. 
Many hundreds of such vessels and vast amounts of cargo were handled during 
the war. 

The subsidized lines, as part of the shipping industry, were called upon to sup- 
port the military services long before Pearl Harbor. The American merchant 
marine was the only American industry to be totally requisitioned for war service, 
was the last major industry to be demobilized. While by December 31, 1945, most 
American business had been reconverted to peacetime operations, the shipping 
industry stands as a solitary and striking exception to this general pattern of 
demobilization. 

Redeliveries of vessels to the individual lines were not commenced untii termi- 
nation of the United Maritime Authority on March 2, 1946. In many cases, vessel 
redeliveries were delayed until late 1946 and 1947. During this period, vessels 
still under charter to the Government were operated by the lines on a commercial 
basis for account of the Government, under continuing wartime agency agree- 
ments, and all commercial profits flowed into the United States Treasury. In 
many cases, such vessels were operated in direct competition with operator 
owned vessels loading commercial cargo. The subsidized lines have calculated 
that the cost to them of this delayed demobilization ran into the tens of millions 
of dollars. 

Improper maintenance of vessels chartered to the Government during the war 
years substantially increased postwar maintenance and repair costs. These 
increased costs have been borne entirely by the operators. 

In certain cases, vessels were requisitioned for title, were used by the Govern- 
ment during the war, and then resold to the operator at a higher price. 

Truly, the performance of the subsidized lines during the war is a record, 
second to none, and one of which the lines are justly proud. 


2. COMMERCIAL OPERATIONS 


As shown by statement C, the earnings from “commercial operations” during 
the 14-year period represent the ordinary commercial earnings of the vessels of 
the operators for the carriage of goods and passengers. These earnings, before 
Federal taxes, total $335,678,910, and do not include operating subsidies. 
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During the overall period the subsidized lines, the merchant marines of all 
nations, except those of the enemy, made substantial profits principally from 
commercial operations. The war in Europe which commenced in September 
1939 and its aftermath created an abnormal demand for shipping which con- 
tinued through the postwar year of 1949. The marked trend toward normalcy 
during 1950 was reversed by the outbreak of Korean hostilities. Beginning with 
the end of 1950 and through the early part of 1952, the demand for shipping 
space was marked. Tramp operators benefited greatly since bulk rates soared in 
world charter markets while rates for liner cargo increased only moderately. 

The abnormal shipping conditions during the postwar years, which benefited all 
American ship operators, can be attributed to the needs of war-torn nations and 
scarcity of vesels available to foreign-flag competition. 

It may be interesting to note the financial results for 2 years that were least 
affected by war and abnormalities, during the existence of the 1936 act, resulted 
in a combined loss from commercial operations before operating-differential 
subsidy accruals: 














L938 nit tabbtek <Aamtdeinced _ 


; Seles ot Sa teak ie $7, 450, 502 
UD knits hic iia ; Beadle babii tbiiatnss, ctlnues 3, 043, 022 


Net retained operating-differential subsidies 













For the purpose of equalizing American-flag vessels with the low-cost opera- 
tions of competitive foreign vessels, an operating-differential subsidy is payable 
to qualified United States ship operators under the Merchant Marine Act, 1936. 

In the 14-year period, 1938-51, inclusive, the subsidized lines have received or 
accrued $258,550,362, of which $111,392,038 has been recaptured or subject to 
recapture by the Government, leaving the net subsidy for the 14-year period as 
$147,158,524 before deducting applicable Federal taxes on income. This amount 
represents a per annum cost to the Treasury of $14,715,832 over the 10 years of 
subsidized operations (exclusive of the years 1943 to 1946, inclusive, during which 
subsidy payments were suspended). 

The following table, based on data prepared by the Bureau of the Budget during 
1950 for the use of the Congress, places these net subsidy payments to the mer- 
chant marine in their proper perspective and indicates their relative position in 
the overall program of Government aid to our national economy: 


Total Federal expenditures for subsidies, fiscal years 1934 to 1950, inclusive 





Department of Agriculture for land conservation, other subsi- 
dies, and support program aera 
Treasury Department, reduction of interest rate on farm mort- 
‘ Ls eS : 334, 151, 000 
Reconstruction Finance Corporation, principally direct subsidies 
on livestock, nonferrous metal, and petroleum products__ 
United States Maritime Administration operating subsidies (ex- 
clusive of recapture) 3, no * 89, 146, 000 
Construction-cost absorption paid to shipyards * 341, 013, 000 


$11, 951, 817, 000 


gages 


3, 430, 221, 000 











16, 146, 348, 000 
The operating-differential subsidy under the provisions of the 1936 act is the 


only subsidy paid by the Government that is subject to recapture by the 
Government. 







CAPITAL GAINS ON VESSEL TRANSACTIONS 








From 1938 to 1951, inclusive, the excess of proceeds of vessels lost, sold, or 
requisitioned for title, over the carrying value of the vessels on the books of 










‘This figure does not agree with amounts shown in this report, since it represents appro- 
priated amounts on a fiscal-year basis. 

2It should not be assumed that the subsidized lines were indirect beneficiaries of the 
$241,000,000. The net construction subsidy paid shipyards for vessels constructed for sub 
sidized shipowners who retained title to the vessels was $65,687,546 through the end of 
1950: also see statement D for a summary through the end of 1951. 
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the subsidized shipowners, amounted to $72,426,081 as shown by statement BD. 
hese vessel transactions are analyzed below: 


Private sources: Gains from private interests, 
foreign governments, and commercial insurance__ $32,983, 102 
United States Government sources: 
Sales to, and requisitions for title___- $16, 101, 630 
Insured losses paid by agencies of the 
United States 23, 341, 349 39, 442, 979 


72, 426, O81 


Gains realized from private sources did not involve the Government in any 
manner. Ag indicated, such gains were realized on sales to private interests, 
foreign governments, and from commercial insurance underwriters. 


Government requisitions and purchases 


Under the fifth amendment to the Constitution the ship operator is entitled 
to receive “just compensation” for the taking of a ship by the Government. The 
Supreme Court of the United States and other courts interpret the phrase “just 
compensation” to be synonymous with “fair market value.” 

However, this general rule of “just compensation” does not apply to vessels 
constructed with a construction-differential subsidy under the 1936 act. Pur- 
suant to the act, the United States is given the contractual and legal right to 
acquire the vessel at the depreciated selling cost of the subsidized operator. In 
short, the Government’s financial interest in the ship is fully protected under 
the law. 

In addition, in considering vessels not built under title V, section 902 of the 
1936 act directs that in determining “just compensation” the value of the ship 
shall in no case be “deemed enhanced by the causes necessitating the taking or 
use.” This is a limitation that applies only to shipping. No such limitation is 
applied to the Government taking of any other kind of property. 

In 1943, as a result of this statutory limitation and to settle the many complex 
problems raised in determining the value of ships requisitioned during World 
War II, the President of the United States, following exhaustive studies made 
by the War Shipping Administration, Comptroller General, and congressional 
committees, created by Executive order an Advisory Board on Just Compensation. 

The Board, consisting of three outstanding judges of the United States Circuit 
Courts of Appeal, namely, Judges Learned Hand, John J. Parker, and Joseph 
C. Hutcheson, established valuation principles and standards to be observed 
in paying “just compensation” for requisitioned vessels. In the letter trans 
mitting its report, the Board said: 

“We have been greatly impressed not only with the care and consideration 
which the record discloses that both you and the Comptroller General have given 
to the matters involved, but with the moderation and judgment exercised by 
all concerned in endeavoring to work out a solution consistent with the interest 
of the United States and the justice of the case.” 

Thereafter, payments of “just compensation” were made by the Government 
in accordance with the rules prescribed by the Board. In a recent case (Cors v. 
U. 8., 3887 U. 8S. 3825), the Supreme Court approved the rules of the Advisory 
Board. The subsidized lines have accepted ‘just compensation” based on the 
Board’s rules for all vessels taken for title by the Government. 


Government-insured losses 


Another source of capital gains arose from payment of insurance proceeds for 
vessels lost due to enemy action. During World War II, by authority of an act 
of Congress, the United States Maritime Administration insured privately owned 
commercial vessels, certain cargoes, etc., against war and other risks. Premiums 
were charged for this insurance coverage. The premiums and other credits more 
than covered the insurance losses paid ship operators. The Comptroller General 
in his report to Congress, entitled “Report on Audit of the United States Mari- 
time Commission” (February 6, 1950, H. Doc. No. 465, 81st Cong., 2d sess., p. 73), 
shows that in the operation of the war-risk insurance program the Government 
realized an “excess of insurance premiums and other credits over amounts ex- 
pended in settlement of lossse” in the sum of $127,285,014. 


53—pt. 1 
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This amount may be further increased by not less than $33 million of other 
marine hull insurance “profits” (see pp. 103-104 of the Comptroller General's 
report), making a total of $160 million. 

These statements of the Comptroller General are authority for the conclusion 
that the $23,341,000 of World War II insurance gains were paid by the Govern- 
ment wholly from insurance premiums and other credits. 


FEDERAL TAXES 


During the 14 years under review the subsidized lines paid a total of $130,- 
503,984 in Federal income and excess profits taxes. Thus, the Federal taxes paid 
by the lines for the period are slightly less than the total net retained operating- 
differential subsidy. 

Included in the commercial earnings of the subsidized lines, it is estimated 
that $113 million represents tax-deferred deposits of earnings in reserve funds; 
no provision has been made for Federal taxes on such amount, which would 
approximate $55 million at today’s level of taxation. These taxes are a continu- 
ing liability of the operators and will be paid in future years, either directly or 
indirectly, through reduced allowances for vessel depreciation. 

As a matter of historical interest, during the years prior to 1943 the subsidized 
lines were aided by tax exemption on earnings impounded in statutory reserve 
funds under joint control of the operators and the Government; these earnings 
were deposited in the funds for the express purpose of strengthening the merchant 
marine. During the years 1943 to 1946; inclusive, full taxes were paid by the 
lines. Then, commencing with 1947, the lines, by voluntary agreement with Treas- 
ury Department, agreed to replace the statutory form of tax exemption with a 
form of tax deferment. 

In the past, the Treasury Department has estimated the so-called tax saving 
arising from deposits of earnings and gains in reserve funds without attempting 
to make an offsetting computation as to the cost of the forced funding provisions 
of the 1936 act which severely restrict investment of the moneys impounded 
therein. Accordingly, such calculations have little merit and tend to be mis- 
leading. 

We invite comparison between tax deferment of earnings which the lines have 
voluntarily accepted by agreement with the Treasury Department, and the tax 
exemption currently afforded to businesses such as the oil industries, extractive 
mining (including coal, fluorspar, ete.), cooperatives, and many others. The 
tax incentives extended to the subsidized lines have been very modest, indeed, 
when compared with the tax savings realized by other essential industries. As 
pointed out previously, many industries, through the use of certificates of war 
necessity (during World War II and after the outbreak of Korean hostilities), 
or because of special depletion allowances and other exemptions, have received 
benefits estimated to aggregate many billions of dollars during this period. 


APPLICATION OF NET EARNINGS 


A summary of the application of the net earnings and gains during the 14-year 
period is shown below: 


Dividends paid (other than stock dividends) ..._._.--_-_-_------~- $132, 642, 615 
BRarnines rotained in the DUsIROSS. Wcscce nd coe nccteen diese 372, 315, 217 
Total earnings and gains from all sources___.._-__--_--___ 504, 957, 832 


During this period, dividends paid totaled $132,642,615, averaging $9,474,473 
per year, or only 3.7 percent of the average net worth. 

The balance of the earnings for this period, $372,315,217, was substantially 
retained in the shipping operations as of December 31, 1951, and was either held 
as working capital, invested in vessels, or on deposit in reserve funds dedicated to 
the building of ships and other purposes set forth in the Merchant Marine Act, 
1986. 

At December 31, 1951, the present fleet of the subsidized lines was carried on 


their books at the acquisition cost of $422,778,900 and was subjeet to mortgages 


of $84,089,000; a net investment of $338,689.000 or about 75 percent of net worth. 
The depreciable balance of $296,151,349 can be recovered only through sustained 
earnings over a long period of years. 

The balances in the statutory reserve funds (under joint control with the 
Maritime Administration) amount to $164,982,359 at December 31, 1951, includ- 





a a 
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ing accrued deposits; these funds are available only for investment in vessels, 
maintenance of operations, or other purposes authorized by law. 


Application of earnings in accordance with purposes of the 1936 act 


The real conclusion to be drawn from the increase in net worth of the sub- 
sidized lines is that the purposes of the Merchant Marine Act, 1936, are being 
accomplished by private industry under, and in acccrdance with the terms and 
restrictions of the act. 

The passage of the Merchant Marine Act of 1936 followed a half century of 
unsuccessful attempts in this country to build up the American merchant marine 
under private ownership. By 1935-36 an ever-increasing portion of our foreign 
trade was being carried in foreign ships. American seamen had less and less 
chance of employment on American-flag vessels; American shipyards had prac- 
tically no new vessels on the ways; shipyard labor, highly skilled, was drifting 
into other fields. In a letter, dated August 31, 1939, to Admiral Land of the 
Maritime Commission, President Roosevelt said: 

“When the Maritime Commission was created in 1936 our merchant fleet had 
lapsed into a lamentable state. New construction of oceangoing vessels had 
virtually ceased, following the war, and the average remaining economic life 
of the merchant fleet was less than 5 years.” 

The report of the President’s Advisory Committee on the Merchant Marine,’ 
issued in November 1947, found (p. 23) : 

“Despite the succession of acts and measures which were passed following 
World War I, the United States foreign trade merchant fleet suffered a con- 
tinuing decline. As a result of the war-building program, it had climbed from 
its low ebb of 1914 until in 1921 about 51 percent of the waterborne foreign 
commerce of the United States was transported in United States vessels; but by 
1933 the percentage had dropped to about 33 percent, and by 1939 reached a 
low point of about 22 percent. Contributing to this decline was the fact that 
few new ships were built, and the war-built vessels in service were unable to 
compete with faster, more modern foreign-flag tonnage.” 

The Merchant Marine Act of 1936 provided an orderly, reasonable means 
whereby American companies might operate American-flag vessels in competition 
with vessels flying flags of foreign nations. 

In view of the restricted equalization program contemplated by the 1936 act 
(it being estimated that payments would approximate only 60 percent of amounts 
received under the mail contracts) and certain restrictions or commitments re- 
quired by the law or proposed by the Commission, most of the 31 companies 
previously receiving Government assistance either did not choose to qualify for 
operating-differential subsidy agreements or could not qualify under the law.’ 

The 1936 act stimulated a large building program by the companies that entered 
into long-term subsidy contracts with the Commission. Before Pearl Harbor, 
the subsidized lines had contracted for and were having constructed 110 new 
vessels, aggregating 1,071,908 deadweight tons, all of which were capable of 
serving as military auxiliaries. 

Without this available nucleus of merchant shipping to reinforce our vital 
outposts and to maintain the flow of supplies to our allies, it is conceivable that 
the course of the war might have been changed. The vessels, new and old, of the 
subsidized operators, constituted the backbone of the dry-cargo fleet of the 
United States until warbuilt vessels began to be produced in quantities. Fifty 
eight vessels, aggregating 494,079 deadweight tons, of the operators were lost 
during the war and at a time when replacements were difficult and sometimes im- 
possible. There is a fundamental difference so far as risks are concerned between 
the wartime operations of a steamship company engaged in foreign trade and the 
wartime operations of a domestic plant. A contractor whose plant is located 
in the United States in wartime was exposed to no greater risk than in peace 
time, except for the remote risk common to all inhabitants of enemy bombings 
The vessels of the lines and their crews operated in the theaters of war and were 
exposed to the dangers of bombs, torpedoes, mines, ete. They were, in fact, part 
of the military forces of the Nation. 


? This committee was composed of K. T. Keller, chairman, president of the Chrysler 
Corp.; Marion B. Folsom, vice chairman, treasurer of Eastman Kodak Co Andrew W 
Robertson, chairman of the board of Westinghouse Electric Co.: James B. Plack wreeident 
of the Pacific Gas & Electric Co.; and E. L. Cochrane, vice admiral of the U. S. Navy 

*Pp. 26-35, Economic Survey of the American Merchant Marine, U. S. Maritime Com 
mission, November 10, 1937, U. 8S. Government Printing Office 
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The Merchant Ship Sales Act of 1946 established uniform prices for all pur- 
chasers of war-built tonnage. The subsidized lines purchased a substantial 
number of C-type and Victory vessels under this act. 

At December 31, 1952, the fleets of the subsidized lines consisted of 289 vessels 
totaling 3,115,000 tons, as compared with a fleet of 171 aggregating 1,283,000 tons 
at December 31, 1937. The increase in yearly carrying capacity, due to superior 
performance characteristics and speed, is even ore marked, giving an estimated 
carrying capacity of more than 13 million deadweight tons in 1952, as compared 
with 4,600,000 in 1937. 

The only new privately owned passenger vessels constructed since the end of 
World War II have been for account of the subsidized lines. These three ships, 
the steamship United States, the steamship Independence and the steamship 
Constitution are the flagships of the American Merchant Marine. 

A summary of net construction subsidies paid to shipyards for vessels built 
for account of the subsidized lines is shown by Statement D. 






THE SUBSIDIZED LINES AND AMERICAN LABOR 


One of the most important aspects of the 1936 act is that the subsidized lines 
must operate and man their American-owned vessels with citizen seamen; fur- 
thermore, their vessels must be supplied, equipped and repaired by Americans 
using the products of American farms and factories. 

A merchant marine consists of more than snips and the men that sail them. 
li is a highly developed, complex, interdependent industry using many arts and 
skills. Yet, it must be emphasized, that in normal times, without the wise pro- 
visions of the 1936 act, this vast industry with all of its know-how would be 
severely curtailed. 

rhe economic benefits which an adequate merchant marine contributes to many 


' apparently unrelated sections of our economy is not generally understood. There 
| s shown below a table which graphically portrays the American disbursements of 


the subsidized lines during 1950, with an indication of the resultant employment: 


Number em- 
ount ployed direct 
and indirect 


AI 





) ‘ ployees 
0 th Arle nd wag pa 
1. Ad t ( j t 5, 000 7,100 
me n 7, 000 33, 400 
Lo oremer 000 6, 400 
Subtotal ; 120, 964, 000 16, 900 
wn 
ESSE xe iitu r than salaries and wages (as above 79, 263, 000 38, 600 
i i f eous expenditure 29, 889, 000 6, 400 
lexpenditurs 16, 509, 000 , 600 
346, 625, 000 95, 500 


Many of these dollars spent by the subsidized lines found their way into the 
por kets of the average American. In addition to salaries paid to seamen, long- 
shor men, and other employees, the purchases of materials and services by the 

ubsidized lines stimulated business activity in all sections of the country, apart 
from the port areas. 4 
hese expenditures have helped to create and maintain the prosperity of the 
United States. As a concrete example of how the operations of the subsidized 
nes have primed our economic pump, it is estimated that if comparable opera- 
tions were taken over by foreign-flag vessels, domestic expenditures would have 
been decreased by $270 million with a corresponding reduction in American em- 
ployment totalling 60,000 workers. 
Subsidies are paid not to 13 companies but through them to 95,500 Americans 
‘ pied in the preservation of an irreplaceable national asset. Indeed, to the 
extent that the subsidized lines repay operating subsidies to thé Government 
(in accordance with the “recapture” provision of their contracts), then the 





direct cost of the subsidy program is being borne by these companies out of their 
ective pockets. 





jh 
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SUMMARY 


The most important points developed by the 14-year analysis are: 

A. The cost of operating-differential subsidy paid or accrued for payment to the 
subsidized operators by the Government amounted to $147,158,324 after recap- 
ture, or an average of $14,715,832 during the 10 years involved; the recapture 
provisions of the 1936 act reduced subsidy by $111,392,038. 

B. The adjusted cost of construction-differential subsidy paid to American 
shipyards for accounts of the subsidized shipowners amounted to $88,311,326; a 
total cost to the Government for all subsidies of $235,469,650. 

C. Federal taxes paid by the subsidized lines plus contingent liability on tax- 
deferred earnings amount to $185,503,984 and exceed net operating-differential 
subsidy received or accrued by 26 percent. 

D. In 1947, under the terms of a closing agreement with the Treasury Depart- 
ment, the lines converted the statutory tax exemption into a form of tax defer- 
ment; contingent tax liability on tax-deferred deposits in the statutory reserve 
funds amounted to $55 million. 

E. Dividends paid to stockholders of the subsidized lines amounted to $132,- 
642,615, or an average of about $9,474,473, representing 3.7 percent of the average 
net worth. 

F. The balance of the earnings for the 14-year period, $872,315,217, was re- 
tained in the business and was either retained as working capital, invested in 
vessels, or on deposit in the statutory reserve funds dedicated to the principles of 
the Merchant Marine Act, 1936. 

Later in this presentation we will emphasize the grave nature of the replace- 
ment program confronting the industry, indicate the steps necessary to meet the 
challenge and the part private capital may reasonably be expected to play. 

In conclusion, while much progress has been made in improving the financial 
position of the lines, such progress has been due in large part to abnormal condi- 
tions which have benefited the shipping of all nations. Under the wise provisions 
of the 1936 act the subsidized lines can continue to make real contributions to 
the national welfare and successfully breast the challenges of the future. Give us 
a steadfast course and we will provide the ships and the men to sail them—in 
war and in peace. 

Respectfully submitted. 

American Export Lines, Inc.; American Mail Line, Ltd.; American 

President Lines, Ltd.; Farrell Lines, Ine.; Grace Lines, Inc.; 

Lykes Brothers Steamship Co., Inc. ; Mississippi Shipping Co., Inc. ; 

Moore-McCormack Lines, Inc.; New York & Cuba Mail Steamship 

Co.; Pacific Argentine Brazil Lines, Inc.; Pacific Transport Line; 

Seas Shipping Co., Inc.; The Oceanic Steamship Co.; United 
States Lines Co. 








512 AMEND 1936 MERCHANT MARINE ACT 


STATEMENT A.—The subsidized lines’ combined balance sheet, Dec. 31, 1951 


ASSETS 
Current assets : 
I AR a $51, 484, 289 
I i cites itn emia 33, 818, 809 


Accounts receivable : 
Maritime Administration: Accrued operating-differential 


a a ele 85, 017, 008 
I a a ll 82, 603, 710 

i ie ila aia inci teat Daa caieel 4, 052, 086 
a a 256, 975, 902 

Less deposits to be made in reserve funds__--___--_-_-_--------- 59, 538, 894 
SI I lh eel 197, 437, 008 


Statutory reserve funds established under Merchant 
Marine Act, 1936: 


| ee ee $63, 313, 335 
en RIINIINNR ITD III i ecciahace cnn ssi enteeentniinac 42, 130, 130 
Deposits to be made in above funds____.____-_~ 59, 538, 894 
tina 164, 982, 359 
Contingent subsidy receivable (to be deposited 
BA iii citi inain incited Re tied cae . 88, 024, 486 








— 248, 006, 795 
Property and equipment: 

Vessels less depreciation of $126,627,551__.____ 296, 151, 349 

Wy OUI TOE, OEE Oi heeds ecnescisthis chr tates 

Other property and equipment, less depreciation 


ON a na cet ian edn cele it i its 12, 679, 577 
— + 308, 830, 926 
Other assets and deferred charges__...................-.-._. 45, 854, 114 
POND ic covstcccvccaonatbcrs sic tselemdbtaaeiaeaeenns tecek ait ates en it 800, 128, 843 

LIABILITIES AND STOCK HOLDER INVESTMENT 
Current liabilities: 

eda eh ceaca ae nice enal cei. $5, 098, 225 
Accounts payable and accruals_____..__-_--__-~- Pee 105, 044, 888 
Payable to Maritime Administration.___._._...--------.--.-__ 3, 160, 585 
Dacian at pisnesxstna ba Cecqemen pete edie ets maces ceavinap tena tiie: “Aa a 


Unterminated voyage revenue (excess of revenue over ex- 
expenses of voyage in progress and advance ticket sales and 
I a a ee ee 45, 299, 546 





Total current liabilities and unterminated voyage revenue__ 158, 603, 244 
Long-term indebtedness : 


Mortgage notes payable on vessels____.._..______ $80, 928, 154 
Other notes ee Ree! tL ee 10, 000, 000 
——_————_ 90, 928, 154 
SUI INOUE SII TTI ini csc anideeedslicemenein dieminsnnniaeectadiogigieseeigaeakeniaaaaen 14, 644, 714 
Recapture of operating-differential subsidy : 
Payable from special reserve fund__.__________ 2, 510, 493 
Applicable to contingent subsidy receivable___-__ 83, 024, 436 


———— §65, 534, 929 
Stockholder investment : 


I ec a enn pe 81, 501, 210 
Capital surplus_______-- ipstcpinaitiiaiicame imaeennibinguelideatcte 24, 759, 739 
I tees abiinameieen 344, 156, 853 
—_—_—————— 450, 417, 802 
SE eee ces cece ctnccncnepcndcs tomentosa inline asscsitabiliacaseiamidici mitaenwaatladl 800, 128, 843 


Source: Supplement to the Annual Report of the Federal Maritime Board-Maritime 
Administration to 83d Cong., Ist sess. 
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STATEMENT B.—The subsidized lines, combined statement of earnings, years 
1950 and 1951 





1951 ! 1950 2 
Income: 
Revenue from vessel operations $527, 795, 027 $395, 062, 540 
Agency fees, terminal, stevedoring, and other shipping operations (net) 3, 789, 494 3, 173, 968 
Other income (less charges) itemesany s 2, 714, 017 3, 114, 42 
Total a vbsmibtetiindieDidueséwcs a wim 534, 208, 538 401, 351, 050 
Expenses 
Expenses of vessel operations (after deducting subisdy net of recapture of 
$37,454,921 for 1951 and $42,609,426 for 1950) 392, 869, 760 293, 719, 460 
Vessel depreciation 22, 674, 427 | 20, 268, 543 
Administrative and general expenses 44, 893, 049 43, 286, 263 
Interest expense ‘ ‘ gies . _ 3, 585, 872 | 2, 960, 014 
Total « nde aenaiie é ‘ | 464,023, 108 | 360, 234, 280 
Profit or loss before taxes . . 70, 275, 430 41, 116, 770 





Federal income and excess-profits taxes rae i 19, 333, 626 13, 162, 018 


Net income (approximately $12,000,000 for 1950 and $18,500,000 for 1951 
depositable in reserve funds) -_-- es 50, 941, 804 | 27, 954, 752 


1 Supplement to the Annual Report of the Federal Maritime Board, Maritime Administration, to 83d 
Cong., Ist sess 


2 Price Waterhouse & Co. report of Sept. 28, 1951. 


STATEMENT C.—The subsidized lines, changes in stockholder investment during 
the 14 years ended Dec. 31, 1951 








Summary oe War period, one 
one ’ wr: ’ 
for 14 years 1938-41 1942-45 1946-51 
Net operating earnings: | 
Commercial operations ‘ --| $335, 678, 910 $86, 393, 557 $17, 231, 631 | $232, 053, 722 
Wartime operations 86, 782, 622 86, 782, 622 “ 
Operating-differential subsidy (after | 
interim adjustments of recapture lia- 
bility) ‘ | 147, 158, 324 15, 820, 635 087, 660 130, 350, 029 
Total es a ---| 569, 619, 856 102, 214, 192 105, 001, 913 362, 403, 751 
Less Federal income and excess-profits taxes....| 130, 503, 984 353, 125 31, 074, 288 | 
Net earnings ‘ .---| 439, 115, 872 96, 861, 067 73, 927,625 | 268, 327, 180 
Gains on vessel transactions (see statement F)-. 72, 426, 081 25, 516, 637 41, 348, 683 5, 560, 761 
Earned surplus at beginning of period... on 1, 537, 986 1, 537, 986 99, 605, 718 180, 349, 029 
| ee een 513, 079, 939 123, 915, 690 214, 882, 026 454, 236, 970 


Deduct: 





Dividends (other than stock dividends)....| 132, 642, 615 17, 644, 859 25, 802,959 | 89, 194, 797 
Capitalizations of earned surplus, etc... -. 29, 606, 350 (5, 819, 495) 10, 560,402 | 24, 946, 443 
Miscellaneous, net. -. simithn a testivietthits 6, 584, 121 12, 484, 608 (1, 839, 364) | (4, 061, 123) 
RNGis is cut dir dbndotubabat s 168, 923, 086 24, 3609, 972 | 34, 532, 997 110, 080, 117 
Earned surplus at end of period piasanat 344, 156, 853 99, 605,718 | 180, 349, 029 344, 156, 853 
Capital stock and capital surplus at beginning 
of period | 62, 157, 192 62, 157, 192 72, 471, 684 | 74, 829, 273 
Increases in capital stock and capital surplus | 
during period... ° . ‘ 44, 108, 757 10, 314, 492 | 2, 357, 589 31, 431, 676 
Stockholder investment at end of period 450, 417, 802 172, 077, 402 255, 178, 302 450, 417, 802 


Source: Years 1938 through 1950, Price Waterhouse & Co. Report dated Sept. 28, 1951. Year 1951, 
Supplement to the Annual Report of the Federal Maritime Board, Maritime Administration, to 83d Cong., 
lst sess. 
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STATEMENYT I) The subsidized lines, combined 
struction-differential subsidy paid to 
contracted for by the subsidized lines for the 


T ] paid to Ar I pa f el-construc 
I I ble t ‘ f } ut j 
: I abl 1 
Less sul ipplicable t f ( rac ere canceled or 
tot U.8.G nment { ‘ t in 








MARINE 


summary 
{merican shipyards applicable to vessels 
14 years ended Dec. 31, 1951 


Number 


of vessels 





ACT 


of 


contracted for by 


estimated con 


Construction- 
1 differential 
subsidy 


248 $403, 356, 883 
40 69, 398, 441 
208 333, 958, 442 
92 161, 472, 691 
116 172, 485, 751 
61 84, 174, 425 
55 88, 311, 326 


subsidized 


Su els delivered to the line 
Lk bs ‘ ls wh lling price was fixed by law under 
Merchar t of 194¢ 
Subsidy applicable to vessels actually delivered to the lines and not ad- 
justed by law 
ss subsidy recovered b e Governmer here insured vessels were lost as 
Le ibsidy recovered by the ¢ rnment where insured vessels were lost a 
are t of war casualty or requisitioned for title or assigned to the U. 8. Gov- 
ernment (at depreciated cost 
Net subsidy 
Note.—Construction-differential subsidy payments applicable to vessels 
lines as shown in the above summary were ascertained by the respective lines from Government reports 
as to such payments or from other available information 


delivered to the companies and do not 


STATEMENT E.—The subsidized lines, gains on 


14 years ended Dec. 31, 1951 











Vessels 
- 14 years 
Total ended Dee 
Num-| dead- 31, 1951 
ber weight 
tons 
With the Government 
Insured losses (insured at or belov 
‘just compensation’’ values estab 
lished by War Shipping Admin 
istration 45 395, 545 |$23, 341, 349 
Sales neluding trade-ins and 
requisitions for titl 
Title V vessels 48 461, 329 
Others 36 306, 694 16, 101, 630 
Total. 129 |1, 163, 568 | 39, 442, 979 
All other sources 
F¢ rn sales 70 606, 359 19, 159, 436 
Domestic sales 18 135, 442 2, 810, 078 
Commercially insured losses 26 241, 718 7, 788, 001 
rransfers to affiliates 12 112, 175 3, 225, 587 
Total... 126 | 1,095, 694 | 32, 983, 102 
Total of all transactions 255 |2, 259, 262 


72, 426, 081 


Source 


Price Waterhouse & Co 


merce, Maritime Administration , for changes during 1951. 





1938 
through 
1941 


$4, 478, 159 


4, 478, 159 
14, 346, 636 
1, 914, 567 
1, 948, 321 
2, 828, 954 
21, 038, 478 


25, 516, 637 


he 
tS 
os 


[he above figures are applicable only to vesse)s 
nclude vessels under construction. 


vessel transactions during the 


| 
| 
1942 1946 
through | through 
1945 | 1951 


, 341, 349 


, 080, 018 $543, 453 


543, 453 


34, 421, 367 


355, 756 
494, 437 
, 680, 490 
396, 633 


6, 927, 316 


4, 457, 
410, 
159, 


044 
074 
190 


oa 


5, 017, 308 


41, 348, 683 | 5, 560, 761 


Report dated Sept. 28, 1951, through 1950, and Department of Com- 
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STATEMENT F.—Subsidized operators, combined summary of operating-differen- 
tial subsidy and recapture thereof for the 14 years ended Dec. 31, 1951 


Terminated Current 
recapture recapture 
periods at periods at Potal 
Dec. 31, Dec. 31, 
1951 1951 
Subsidy 
Received to Dec. 31, 1951 ; : $54, 696, 417 $35, 812, 501 $90, 508, 918 
Accrued at Dee. 31, 1951. -_.- ‘ 31, 551, 550 136, 489, 894 168, 041, 444 
Total nctnan tiiiitieel awe ee - 86, 247, 967 172, 302, 395 258, 550, 362 
Recapture 
Paid to Dee. 31, 1951 ‘ 4 ‘ : . 28, 367, 602 |. 28, 367, 602 
Accrued at Dee, 31, 1951... ad ale 26, 106, 577 56, 917, 859 83, 024, 436 
SOM si. Sésci. Petals sé dle phmtetds ddbbenetbbdeda 54, 474, 179 56,917 859 111, 392, 038 
Net subsidy. ......- pete wihin ante deiatniaaaindm diane 31, 773, 788 115, 384, 536 147, 158, 324 





STATEMENT OF GILBERT R. JOHNSON, SUBMITTED ON BEHALF OF LAKE CARRIERS’ 
ASSOCIATION, CLEVELAND, OHIO, RESPECTING PROPOSED AMENDMENTS TO MER- 
CHANT MARINE Act 1936 


My name is Gilbert R. Johnson. I am counsel for Lake Carriers’ Association on 
whose behalf this statement is made. The membership of Lake Carriers’ Associa- 
tion consists of 29 vessel companies, owning in the aggregate 332 bulk freight 
vessels, which engage in the transportation of such commodities as iron ore, 
limestone, grain, and coal between ports on the Great Lakes. These vessels repre- 
sent about 98 percent in terms of carrying capacity of the bulk cargo fleet of the 
Great Lakes under United States flag. 

The purpose of this statement is to bring to the attention of the Committee on 
Merchant Marine and Fisheries the views of Lake Carriers’ Association with 
respect to amendments to the Merchant Marine Act 1986. Amendments to that 
act were under consideration by the committee during the S8lst and 82d Con- 
gresses, and on each of those occasions the association pointed out the urgent 
need for two amendments to the act in order to assure a strong and vigorous 
merchant marine on the Great Lakes, privately owned and privately financed. 

Considered as a whole, the Merchant Marine Act 1936 deals only incidentally 
with Great Lakes shipping. The essential design of the act, as we have said on 
prior occasions to this committee, was and is to enable that segment of our ocean 
fleet which engages in overseas trades within established routes to compete with 
low cost foreign ships. Neither the construction subsidy nor the operating- 
differential subsidy is available to a Great Lakes vessel. Members of Lake Car- 
riers’ Association approve the exclusion of lakes vessels from those subsidies, 
it being their view that the Great Lakes fleet and its services should be and 
remain the product and activity of American private enterprise, standing on its 
own feet. 

It should not be forgotten, however, that there is a substantial competition 
on the Great Lakes between United States and Canadian vessels with respect 
to a very large volume of international trade between the two countries. In 
recent years that commerce has amounted to upward of 15 to 20 million tons. 
Each year a larger percentage moves in Canadian vessels. For example, in 
1920 United States vessels handled more than 80 percent, whereas in 1952 
they transported only about 20 percent of the total. 

These bulk commodities, namely, iron ore, limestone, coal, and grain, trans- 
ported by Great Lakes vessels are exceedingly vital to our national defense 
and economy. In the transportation of these commodities Great Lakes vessels 
supply the raw materials for about 82 percent of the Nation’s steel industry, 
for a large portion of the chemical industry, and for a myriad of other industries 
in the Great Lakes area, as well as moving grain from the growing fields of 
the Northwest to the milling and exporting centers in the eastern section of 
the Nation. The dependence of so extensive a segment of our national industries 
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upon Great Lakes transportation makes it important that our laws should 
encourage private enterprise to build and maintain a merchant fleet adequate 
to meet the needs of those industries. 

During and following World War II there was a large expansion in the 
productive capacity of industries in the Great Lakes area which receive their 
raw materials by vessels. For several years United States-flag vessels were 
unable to move the iron ore needed by the steel industry. But that situation 
has been corrected with the construction of 16 new vessels and the conversion, 
reconstruction, and modernization of some 35 existing vessels. There is every 
indication that at the present time the United States Great Lakes fleet, con- 
structed especially for the transportation of bulk commodities, is entirely adequate 
to meet the needs of vital shore industries. 

This committee will recall that even prior to the outbreak of war in Korea, 
Lake Carriers’ Association urged that, because of the tremendously high vessel 
construction costs, our laws should be framed to encourage Great Lakes owners 
to build new vessels and reconstruct and rehabilitate existing vessels. It was 
pointed out that two changes in the Merchant Marine Act 1936 were sorely 
needed: (1) to enlarge section 511 to enable vessel owners to place earnings, 
before taxes, in a construction reserve fund for new construction and modern- 
ization of existing vessels, and (2) to permit selective depreciation or amortiza- 
tion of vessel construction costs. Lake Carriers’ Association still considers 
such amendments to the act of great urgency. 

The first amendment would enable a vessel owner to make orderly plans by 
setting aside funds from earnings for replacement of old vessels and expansion 
of capacity to meet the needs of his customers. Replacement is a large factor 
in maintaining a healthy, vigorous lakes fleet under United States flag in the 
bulk trades. Some 260 vessels, not already modernized and having a per trip 
earrying capacity of about 2,600,000 tons, are 30 years old or over. While those 
vessels are seaworthily maintained, there will come a time when they will have 
to be rehabilitated or replaced and it will be in the national interest to enact 
such changes in law as will enable the owners to make and carry out orderly 
programs for the replacement or modernization of those vessels. 

The second amendment would ease the severity of an experience which has been 
all too common to lakes vessel owners, namely, being obliged to take depreciation 
when it is not earned. The Great Lakes vessel industry has always had its 
valleys as well as its peaks. For example, Great Lakes traffic dropped from 
156 million tons in 1929 to 52 million tons in 1932. During the entire decade 
of the thirties, many vessels were idle month after month and some year after 
year. When periods of contracted operations occur, some vessels built or con- 
structed under present high costs will, of course, not be able to earn their 
depreciation. It seems only fair that a vessel owner should not be required 
to take depreciation unless his vessel earns it, and by the same token, he ought 
to be able to take it when it is earned. 

In 1950 the Parliament of Canada enacted a law under which Canadian ship- 
owners may depreciate or amortize in any year as much as one-third the cost 
of construction of their vessels. Since that time Canadian vessel owners have 
built 12 new vessels, which represents an increase of about 17 percent in the 
total carrying capacity of Great Lakes Canadian bulk cargo vessels. 

It is submitted that this committee should give favorable consideration to an 
amendment to the act under which a Great Lakes vessel owner could amortize at 
his discretion the cost of a vessel, irrespective of age, up to a certain amount 
each year. The principle should be along the lines of the proposed section 512, 
commencing on page 30 of the committee print of proposed amendments to the 
1936 Merchant Marine Act. 





STATEMENT OF JAKOB ISBRANDTSEN, PRESIDENT OF ISBRANDTSEN Co., INC. 


Mr. Chairman and members of the committee, about the time the hearings 
before your committee were announced, and before they started on May 6, 1953, 
my father, Mr. Hans Isbrandsten founder and former president of the Isbrandt- 
sen Co., Inc., expressed a desire to appear before your committee on his return 
from the Far Hast, and to express, again, his long entertained views on the 
matters involved. Our counsel, former Representative John J. O’Connor, pro- 
posed to arrange for Mr. Isbrandtsen’s testimony at that time. 

Some of your committee members will recall my father’s appearance before 
your committee in April of last year. 
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Due to his sudden death, on Wake Island, on May 13, I, the newly elected 
president of the company, desire to submit our views, which are substantially 
those which my father expressed publicly for many years, and I request their 
insertion in the printed record. 


THE COMPANY 


The Isbrandtsen Co. is a New York corporation, owned by and composed 
entirely of American citizens, and is the largest independent, nonconference 
steamship liner operator, in foreign trades, in the world. We do not have a 
subsidy, nor do we belong to any steamship conference. We employ over 1,000 
persons, about 250 of them in our New York City and various branch offices, and 
the company has agencies all around the world. 


OUR SHIPS 


In our 8 regular liner, or berth services, we employ about 35 ships, and also 
operate many other ships—sometimes as many as 40—in so-called tramp, or cross 
trades, around the world. We have carried, and are carrying, considerable cargo 
for the Armed Forces and for all Government transportation agencies. 

We own 17 American-flag, mostly C type and Victory type 10,000-ton, ships, 
most of which we purchased from the United States maritime authorities. We 
operate, at times, as many as 35 American-flag ships. In our most important 
operation—our round-the-world service—we employ, regularly, sailing every 14 
days, 10 of those American-flag ships. In that service, our vessels leave North 
Atlantic ports, then go through the Mediterranean, the Suez Canal to India, 
Pakistan, the Philippines, Japan, Korea, and practically all countries and im 
portant ports en route, and then return to the Pacific coast ports, and finally 
through the Panama Canal back home to North Atlantic ports. 

Our company, and its predecessor, have been in this business, and like opera- 
tions, for over 30 years, and since World War II, we have endeavored to use as 
many American-flag ships in our several services as are available to us. 


NOT SUBSIDY-MINDED 


As Mr. Hans Isbrandtsen told your committee on April 29, 1952, “we are not 
subsidy-minded,”’ and have not applied for a subsidy, and hope we shall not be 
compelled to do so. We prefer the American way of private enterprise, with 
any necessary financing from banks or by like investors—as Assistant Secretary 
of Commerce Murray has advocated before you—rather than by the Government. 


OUR VIEWS ON SUBSIDIES 


We believe Congress advanced a step in providing for construction subsidies 
without regard to operating the ships on essential-trade routes. We favor legis- 
lation proposed that the company should be able to deal directly with the ship 
yard rather than through the Maritime authorities. 


THE OPERATION SUBSIDY 


Likewise with operating subsidies if granted, we believe they should be avail- 
able to all responsible applicants, without relation, or obligation of operation 
on any particular trade route. 

While we have never applied for such a subsidy, there has unquestionably 
grown up in the trade the firm opinion that a limited clique of 12—which used to 
sacrilegiously call them themselves the 12 apostles—now 15—were the bene- 
ficiaries of this Government assistance, which was given to them on top of, and 
as a sort of bonus, in addition to, the high American ceiling of freight rates they 
enjoy as members—all of them—of the conferences—or cartels—all of which are 
dominated by foreign operators, and maintained only for their own benefit, but 
not necessary for the benefit of American shippers. 

This subsidy on top of high-tariff rates has always seemed to us as not being 
consistent with the underlying theory of the 1936 act. Especially does this aspect 
stand out since World War IT, in the light of the huge profits and the tremendous 
increases in capital worth of those subsidized companies. Sometimes the amount 
of the subsidy just about equals the company’s declared dividend—which means 
that every taxpayer in the United States is contributing to that company’s few 
stockholders. 
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OPERATION 


On examining present operational subsidy contracts, one would believe that 
the operation of a vessel is an affair shrouded with mysticism. While it is true 
that running a ship is not the same as running a shoreside factory, still it is 
primarily how good is the householding, personnel, supervision, equipment. 

There are five factors which affect the operation of a ship. These factors are 
the same whether it is for an American, British, Dutch, Scandinavian, Greek, or 
any other flag. These factors are: Wages, insurance, repairs, stores, and sub- 
sistence. The foregoing have been listed in their importance when considering 
difference between American operation and foreign operation. They are not 
listed in accord with their importance in the householding of the vessel because 
equally they add up to a good or poor operation. 

The first factor listed is wages; and, there is no resemblance at all with 
equality between an American ship and any of its competitors. Without some 
definite policy there can only be layup in prospect for the better part of our 
merchant marine. 

The present suggestion of subsidizing all liner operators on wages alone, is in 
line with the advocacy of Mr. Hans Isbrandtsen, for years, except that he sug- 
gested to you just last year that the Naval Reserve or Coast Guard Reserve 
should pay part of the wages—say one-third—of the officers and crew, as its 
standby contribution, in consideration of such personnel enlisting in such services 
and receiving occasional refresher training. This suggestion certainly fits in 
with the much-mouthed advocacy of a merchant marine for our foreign commerce 
in time of peace, and as an indispensable auxiliary to our Navy in times of war. 

There is no question but that the extraordinary high wages of American crews 
are all out of line with our national economy, generally, and their leaders may 
well be on the road to “killing the (golden) goose.”’ Nor can all the reiterated 
protests from the subsidized lines—with the escalator clause in their subsidy 
agreements covering every wage increase—convince people, well versed in the 
trade, that those subsidized interests really resist wage increases, out of all 
proportion to comparable employment. The nonsubsidized lines are, in fact, help- 
less and must pay all the increases out of their own pockets. 

The second factor is insurance. As far as hull protection is concerned, there 
is very little difference between the American and foreign ship. There is a 
greater difference, however, in liability insurance. This amount is so great that 
we have listed it as No. 2 in comparing the costs of the American as against the 
foreign. 

An American owner must insure his liability for greater amounts than the 
foreigner because there is no uniform code in administering justice insofar as 
accidents to personnel are concerned. Practically every other merchant fleet 
enjoys a mutual coverage provided by workmen’s compensation or similar title. 
Under the American flag, no such privilege is afforded and, in fact, the seaman 
is practically the last remaining person not covered by compensation. This 
could easily be remedied by the inclusion of seamen in the scope of the present 
compensation laws. It would mean we would return to sensibility and would 
eventually mean that there would be a greater market in which to obtain liability 
insurance. It might well be that, without some action taken on this point, 
there will be no market available to the American owner. We ourselves cannot 
stress this feature too strongly. 

We now have the remaining three factors and we here consider that these 
items are points where American ingenuity can prevail in the long run. 

In the matter of repairs, certainly the time factor of American production is 
to be considered. Repairs might be less expensive in foreign ports for the for- 
eigner, but they can be accomplished more rapidly here and, in a year’s operation, 
it should equal itself. 

Stores and subsistence, although they might cost a small percentage more 
than for the foreigner, it certainly doesn’t make that much difference in the 
operation of a ship over the year. A British vessel might have it less expensive 
than a Dutch vessel, but it cannot be said that the Dutch ship has a hardship 
which is impossible to overcome. 

On top of the five factors mentioned, there is, of course, shoreside overhead. 
We again would leave this to American ingenuity to overcome. It can be over- 


come if all owners tackle business getting in the same hard-hitting manner as 
shoreside domestic concerns. 
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TAX TREATMENT 


The subsidized lines get preferential tax treatment by deferment, etc. All 
American operators should be treated alike. There is little sound basis for the 
constant bemoaning of these pampered subsidized companies over the alleged 
restrictions imposed on them, of which the nonsubsidized operator is free. They 
are not compelled to accept subsidies, with or without restrictions. They are 
left to a free choice, and could go it on their own—as we have—and as others do. 
There must be some attractions in the subsidies which lure these beneficiaries. 
All American operators should be permitted to accumulate tax-deferred reserves 
for the purpose of ship replacements and the like. 


DEPRECIATION 


Again, subsidized operators get preferred treatment—and from the Treasury 
Department, also—and over the far greater number of nonsubsidized companies. 
Not only should such treatment as to deprecation and amortization be equal, 
but as to all American companies depreciation should be more rapid and optional, 
as in most other martime countries. 


TRAMP SHIPPING 


Far from the term “tramp” being derogatory, such operations constitute a 
very important part of the maritime operations of any nation. For instance, 
most of the coal, grain, and other bulk cargoes for relief or for military purposes, 
so extensively carried in recent years, have been transported in tramp ships. 
Such services should be encouraged and assisted and no longer “left out in the 
cold” as it was under the 1936 act—since which no real attention has been given 
to the subject of tramps, despite the admonition of Congress to study that field 
of operation. 


A THOROUGH REVIEW OF SHIP LEGISLATION IS DUE NOW 


It is nearly 20 years since the 1936 act just scraped through Congress. The 
whole world picture of world merchant marines has changed. With practically 
no American merchant marine in 1936, this country is now in a position to main- 
tain a dominating part in foreign commerce and in ship operations on all the seas. 

(The 1916 Shipping Act, brought out of this committee, is still another 20 
years older, and the situation then attempted to be dealt with, by permitting regu- 
lated monopolies and cartels, bears no resemblance whatsoever to the world- 
wide shipping picture of today, let alone the prominent position in which the 
United States presently stands in that important aspect of our economy and 
toward contributing to world peace.) 

We are proud in thinking our free-enterprise American company, with ships 
sailing the seven seas, is a pattern of what a real American merchant marine 
would look like if the Government, and all sincerely interested persons, would 
pay proper attention and try to develop—rather than just talk—an American 
merchant marine. 


TESTIMONY CONCERNING PROPOSED AMENDMENTS TO THE 19386 MERCHANT MARINE 
Act BY INDUSTRIAL UNION OF MARINE AND SHIPBUILDING WORKERS OF AMERICA, 
CIO 

I. INTRODUCTION 


The Industrial Union of Marine and Shipbuilding Workers of America. CIO. 
is a labor union admitting to membership workers in the shipbuilding, ship re 
pairing, and marine maintenance industries. 

We specifically desire to comment, before the House Merchant Marine and 
Fisheries Committee, on the present state of our industry and also concerning 
certain of the proposed amendments to the 1936 Merchant Marine Act; spe 
cifically the problem of Government patronage of American-flag shipping serv- 
ices, and uniform depreciation and accelerated amortization. 


Il. STATE OF THE MERCHANT MARINI 


The shipbuilding and ship repair industry’s major shipbuilders entered 1953 
with orders for construction of 92 commercial vessels on the ways or on hand, 
They will enter 1954, as of present calculations, with on!y 30 ships to be completed 
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Only 2 of the 30 vessels are scheduled for completion in 1955. This means that 
coming orders in the ship construction industry are at the lowest ebb since 1946. 
There have been no orders for any new vessels for the past 5 months. 

One problem with serious implications to the merchant marine is the question 
of block obsolescence, which will face private shipping within a few years. A 
large part of the present private fleet stems from Government-financed con- 
struction during World War II. Nearly 90 percent of the privately owned ships 
vill require replacement within 10 years, if the United States is tu maintain a 
privately operated American merchant marine anywhere near its present size. 
For foreign shipowners, this problem is less vexing, since a larger percentage is 
postwar built (25 perce:)t versus 10 percent) and replacement costs are lower. 

In a special report to the President on November 1, 1952, the Maritime Ad- 
ministration estimated the cost of replacing ships of subsidized operators alone 
at $2,395,710,000, plus subsidies of $1,541,359,000. The Maritime Administration 
also estimated that subsidized operators would have available under the Mer- 
chant Marine Act of 1936 about $347,883,393, an insufficient sum. 

he history of what has happened to the merchant marine and the shipping 
industry is of the utmost importance to the Congress. On June 25, 1950, the 
date of the outbreak of the Korean War, the American merchant marine con- 
sisted of 1,162 active seagoing ships of 1,000 gross tons and over. These ships 
were manned by 59,000 seamen. Ships were taken out of the mothballed United 
States National Defense Reserve Fleet until the peak was reached in February 
ivo2, On that date our merchant marine consisted of 2,046 active ships manned 
vy 99,000 seamen. 

Beginning in January 1952, coal, grain, and general cargo shipments to Europe 
and Asia sharply decreased. The National Shipping Authority immediately be- 
gan deactivating the Government-owned ships and placing them back into 
mothballs 

On April 1, 1953, our merchant fleet consisted of only 1,486 seagoing ships of 
1,000 gross tons and over. Of this fleet, 1,259 ships were privately owned and 
227 were Government-owned. The privately owned fleet consisted of 39 combi- 
nation passenger and cargo ships, 775 freighters, and 445 tankers. The Govern 
ment-owned fleet consisted of 18 combination passenger and cargo ships, 206 
freighters, and 3 tankers. 

Of the Government-owned fleet, 131 ships were under General Agency Agree- 
ments; 53 were on charter to private operators; 40 on loan, custody, or charter 
to Government agencies; and 3 owned by the Panama Canal Company. 

The ships of our merchant marine were manned by 72,000 seamen. Thus, in 
14 months’ time from February 1, 1952, the United States merchant marine was 
decreased by 560 ships with a loss of 27,000 jobs to the seamen, 

There is little prospect for increased shipping in the near future. Of course, 
the picture would drastically change with an increase in world tension or all-out 
war. It is unfortunate that°our Nation must be involved in increased world 
tension in order to realize a merchant marine that is adequate for our national 
security. 

At the outbreak of the Korean war there were only 20 merchant ships of 1,000 
eross tons and over under construction in the depressed American shipyards. 
Employment in ship construction and repair on that date was only 42,500. 

By September 1952 there were 111 ships under construction in American yards 
The total ship construction and repair employment was 95,000. 

As of January 1, 1953, there were 92 merchant ships of more than 1,000 gross 
tons under construction in American yards. Of these ships, 29 were the high- 


speed Mariner-type cargo ships, 55 were tankers, 7 bulk dry-cargo carriers, and 
1 ferryboat. As of January 1, 1953, employment in the shipyards had decreased 
At the present time, judging from the dearth of new orders, the ship- 


to 95.353. 
building yards will be closed by the end of 1955. 

According to figures recently released by the Shipbuilders Council of America, 
the number of merchant ships of 1,000 tons or over, being built or on order as of 
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January 1, 1953, in the principal shipbuilding countries of the world was as 
follows: 











Number of 


G 3S ns -erce 
vensels tross tons Percent 





















Great Britain ‘ 7 - a 692 6, 181, 242 39.5 
Germany ; 27 1, 791, 0O8 11.4 
Sweden 177 1, 605, 935 10.3 
United States * ‘ 92 1, 309, 980 8.4 
Holland a i neadinas shai a a6 140 1, 179, 092 7.4 
France : 85 854, 096 5.5 
Japan Liveiie. ste 3 ‘tulad 60 650, 610 4.2 
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It is significant to note that a report transmitted by the President of the 
United States to the Congress on January 16, 1953, on the question of the 
merchant marine, stated that the greatest existing deficiency in the current 
merchant marine, with respect to balanced fleet needs, is the category of passen- 
ger and combination ships. Prewar (1935), there were as many as 176 ships 
of about 1.3 million gross tons of these types actively engaged in our oceanborne 
foreign and domestic trades. As of June 30, 1952, such ships had dwindled to 
about one-fourth of the prewar number and consisted of but 45 ships of 524,000 








gross tons, 

The report went on to say: 

“Oontrasting the current situation with respect to passenger and combina- 
tion ships with that which existed prewar, it is believed that an estimate of 72 
ships of about 800,000 gross tons for our oceangoing passenger-carrying require- 
ments in the foreseeable future is most conservative. This estimate includes 
10 ships for domestic trades.” 

Plenty of the vessels presently in the combination passenger-cargo class are 
20 or more years old. Comparison of the composition of the United States 
privately owned and world merchant fleets at December 31, 1951, clearly shows 
the degree of imbalance presently in our merchant marine. 











Composition of the United States privately owned and world merchant fleets, 
Dec. 31, 1951 
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U.S. Department of Commerce, Maritime Administration Merchant Fleets of the World, p. 5. Jan, 2, 






In contrast to the composition of the United States fleet, the British Empire 
fleet has increased its passenger cargo since the war by over 5 percent. There 
has been an almost complete reversal of the relative position of the passenger 
cargo of the British Empire fleet... More than 80 percent of the United States 
merchant fleet, in contrast with 84 percent of foreign-flag merchant marines 
consisted of war-built tonnage. At the end of 1952, it was estimated that if all 
ships on order or under construction for private account on January 1, 1952, 
were added to the privately owned fleet in being on that date the projection 
would only decrease the ratio of war-built tonnage from 835 to 78 percent and 
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increase the postwar segment from 9 to 14 percent. Thus no real start has as yet 
been made to “thin out” the preponderance of war-built tonnage. 

Of necessity, new construction for foreign registry continues at a higher rate 
than is apparent for the American merchant marine. 

The rate of new construction for foreign registry poses a serious problem for 
American-flag operators in foreign trades. In the simplest form it means that 
new, modern, fast, efficient, foreign-flag ships will offer still greater competition 
in a market in which American operators with few exceptions, have generally 
been at a disadvantage. 

Thus, we can see that the merchant fleet of the United States is in a critical 
position, as is the private shipbuilding and ship-repair industry. Contrary to 
common belief, it is not true that a simple employment of one-tenth of the normal 
work force in a shipyard means that the shipyard will be capable of expanding to 
the normal work force within a few months. This ratio of 10 to 1 has been 
used so frequently that we have lost sight of the fact that it is really mean- 
ingless. The ratio may be correct as far as certain departments are concerned, 
but it means absolutely nothing in the case of the more skilled nad apprentice- 
able crafts. The ratio of 10 to 1 does not mean anything in the moldloft. Good 
loftsmen take years to train, and apprenticeship is simply the beginning of train- 
ing for a loftsman. To make a first-class loftsman can take as long as 7 to 10 
years. The loftsmen in this industry are now mostly elderly men. Apprentice- 
ship was interrupted during the war and the number of apprentices today, be- 
cause of the lack of work in the yards, are insufficient in case any future emer- 
gency should occur. 

The same thing is true of coppersmiths and pipefitters or marine plumbers. 
One cannot train a coppersmith in 3 months. One cannot train a first-class piping 
layer-out man in 3 months. One cannot train any marine steamfitters or plumb- 
ers in 3 months. These men take years to develop the necessary skills required 
for the building of complex vessels. 

The same thing is true of outside machinists. The main bottleneck in devel- 
opment of a shipbuilding program during the national emergency was the 
shortage of outside machinists. These men take years to develop their skills. 
Although the work has been broken down in this department to some extent, 
there is still required, for the proper functioning of the shipyard, a nucleus of 
trained men to make sure that the semiskilled men in the department are doing 
the work correctly. The installation men in this department take years to 
train. 

Again, this is true of shipfitters, the shipwrights, as oldtimers in the industry 
call them. This work has also been broken down to a certain extent, but those 
men who actually do the assembling in the shipfitting craft cannot be trained 
in a matter of months or even in a matter of years. 

It is true of the blacksmith shop, of the boiler shop, and of the forge. 

During the preceding war, the War Manpower Commission issued an indus- 
trial manning table for the shipbuilding industry. It is unusual to see how many 
of the skills in the shipbuilding industry take over 2 years to acquire minimum 
competence even in a wartime training accelerated program. When we mention 
minimum competence, we are not discussing first-class men. We are discussing 
training to accomplish the minimum requirements for mechanics’ work in these 
crafts. 

The actual mechanics who formed the nucleus of shipyard skills during the 
Second World War had had 5 years in which to acquire training in their crafts— 
from 1936 to 1941. If the industry is allowed to die within the next 5 years, 
with no possibility of replacement training, it will not be possible to start it 
again within a period of from 5 to 7 years of on-the-job training in most of the 
building and repair yards in the country. 

The rapid expansion required for the shipyard forces in America during the 
Second World War and the cost of the facilities it was necessary to construct, 
cost us well over one-half billion- dollars in facilities, wasted manpower and 
training programs. In addition to this, the cost of building a fleet which would 
not be usable in peacetime is difficult to measure—but we would venture to say 
that close to $5 billion worth of unusable merchant ships were constructed be- 
cause of the emergency, and the fact that ships had to be built quickly by mass- 
production methods, with no time to construct a fleet which could be usable in 
peace as well as in war. 

If Congress and the administration were to allow an adequate ship-construc- 
tion program at the same time as allowing the preservation and repair of the 
better vessels in the reserve fleet, in time we would be able to scrap the thousand 
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obsolete Liberty ships in the reserve fleet, and to have a reserve fleet capable 
of meeting an emergency. 

Exven if the cargo vessels in the reserve fleet are placed in perfect condition, 
we must not forget that these vessels are totally inadequate to meet any emer- 
gency. The great majority of our reserve fleet is incapable of speeds greater 
than from 7 to 10 knots per hour. At a time when even commercial tankers are 
being constructed with 24-knot speeds, how useful can a 7-knot vessel be in time 
of crisis? Peculiarly enough, no other government in the world seems to be as 
slow as this country in making sure that its emergency fleet is in a good stand- 
by condition. Great Britain is replacing its fleet with the best and most modern 
vessels possible. It is building over one-half the total tonnage under construc- 
tion in the entire world. 

There are some people we know who have blamed the shipbuilding industry 
for the cost of shipbuilding in this country. This union has sometimes wondered 
how much an automobile would cost if the Ford Motor Co. today had a contract 
for GO cars, and could see no prospect of building any more for another 10 years. 
Who is to pay the cost of overhead for the shipyards of this country. How can 
materials be scheduled, or the full skills of workers utilized, when today there 
is work and tomorrow there may be none? What incentive is there for tech- 
nological progress ? 

Despite all of the above, we still find the Government of the United States 
procuring vessels abroad with American funds. 

Probably every member of the Merchant Marine and Fisheries Committee of 
the House of Representatives is familiar with the correspondence going on be- 
tween this union and the Navy Department on the procurement of vessels abroad 
for the Mutual Security Administration. A copy of a letter to W. D. Leggett, 
Jr., rear admiral, United States Navy, of March 30, 1953, with reference to this 
problem is herewith attached. Specifically, we would like the committee to 
note the following sections of this letter: 

“On February 19, 1953, a story appeared in the Philadelphia Inquirer an- 
nouncing the award of a United States contract to French shipbuilding firms 
for construction of 38 naval vessels at a cost of $106 million. 

“After reading this Philadelphia news item, our members maintained that 
they could not understand their idleness, even for a day, in face of the folllowing 
facts: 

“In 1939 France had some 2,999,000 tons of shipping; on January 1952 the 
figure had reached 3,934,000 tons. 

“Out of a total of $136.9 millions United States ECA withdrawn counterpart 
funds and grants to European nations for rehabilitation of merchant and fishing 
fieets, France was awarded and withdrew $71.7 millions, the lion’s share in the 
allotments. (Reports submitted by White House to Speaker of House of Repre- 
sentatives, January 16, 1953, p. 61.) 

“This generous aid was granted in addition to equal or more substantial out- 
right ECA contributions of construction materials and heavy finished equipment, 
which went directly into ship construction or released both materials and labor 
for shipbuilding. 

“France has not only succeeded in rehabilitating its merchant marine and 
fishing fleets, but has achieved the repair and modernization of French shipyard 
installations to a position where they are now regarded ‘about as up-to-date as 
anywhere in the world.’ (Journal of Commerce, May 11, 1951.) 

“Referring to the ships built abroad, you point out in your letter that they are 
being constructed to foreign standards to suit the requirements of the recipient 
countries. You note, further, that their manufacture abroad should enable our 
allies to attain greater self-sufficiency in defense production and should develop 
know-how and the nucleus of a producing organization overseas 

“While our members do not dispute your statement, they maintain that French 
and other European shipyards building for the United States Navy now have the 
know-how, with rare exception, on a par with that of American shipyard workers. 
They assert that the French have the nucleus of a producing organization equal 
in nearly every respect to that existing in the United States yards, inclusive of 
those with high combat mortality. They not only emphasize the ‘high quality 
which the country’s (French) yards traditionally put into their work * 8 
(Journal of Commerce, May 5, 1951), but point to the speed, size, and type of 
vessels pouring out of practically all European shipyards 

“The shipyard workers assert that the Italian and Dutch shipyards, referred 
to in our letter, which are now building vessels for the United States Department 
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of Defense, had matched and exceeded their 1939 merchant-marine tonnage as 
early as January 1952. These and other European nation shipyards, aided by 
American funds and materials, are now reported working on the largest backlogs 
in their history. 

Workers in American shipyards view the Navy offshore procurement policy 
as practice runs ‘at the expense of our families and jobs.’ They argue that they 
can well employ their own skills and time to produce any and all Navy offshore 
procurement craft. 

“Qur membership does not oppose outrightly giving of finished war vessels 
to our allies. They believe, however, that American shipyard workers are 
capable of building any ships designed to fit the requirements of the recipient 
countries. To substantiate their claim, our members point to the construction, 
reconversion, and repair projects successfully completed for foreign merchant 
marines and navies during the last war. 

‘Estimates derived from the Office of Ship Construction of the Maritime 
Administration appear to show that some $800 million of subsidized new con- 
struction work, at today’s prices, would, when added to tanker construction, 
nonsubsidized construction, and repair work provide work for from 5 to 6 years 
for approximately 100,000 to 150,000 shipyard workers. (U. 8. Maritime Com- 
mission, Trade Routes Committee, Report on Passenger and Combined Vessels 
Under United States Registry, issued April 17, 1947; as increased by Index of 
Estimated Costs of Shipbuilding, projected by the Office of Ship Construction. ) 

This figure, in the eyes of our membership, would indicate that the expenditure 
of $216,700,000 for overseas ship procurement (despite the fact that it represents 
less than 6 percent of all defense funds for ships and crafts) could have provided 
at least 1 full year’s work for 40,000 workers at home; and if added to tanker 
construction, nonsubsidized construction, repair work, and present Maritime 
Administration subsidized construction, could have provided at least 1 full year’s 
work for almost 150,000 workers, and thus would have placed the American 
shipbuilding industry in a more healthy condition. They are convinced that 
this is the minimum adequate working force for new subsidized and Navy con- 
struction necessary to secure a vital, flourishing shipbuilding industry in time 
of peace.” 

Unless something is done by the Government for the industry, there will be no 
industry in the near future. 


lI. AMENDMENTS TO THE 1936 MERCHANT MARINE ACT 


Answer. The Industrial Union of Marine and Shipbuilding Workers of 
America, CIO, specifically requests the House Merchant Marine and Fisheries 
Committee to devise some legislation which would insure that Government- 
operated ship services do not compete with private ship lines, and to reaffirm the 
principle of shipping Government cargo and passengers in American-flag vessels. 

Section 901 of the Merchant Marine Act as presently written contains a pro- 
viso that, if the necessity of a mission requires the use of a ship under a foreign 
flag, it should be allowed. It contains nothing about using private vessels and 
nothing about United States Government cargo. 

We believe that it is high time for the Merchant Marine Act to be rewritten 
specifically to include the mandate that the United States Government cargo 
and passengers shall patronize vessels flying the United States flag, wherever 
such services are provided at reasonable fees. 

We believe that only in such way will we assist our privately owned merchant 
marine to meet its national-defense obligations. 

At the beginning of World War II, despite our disastrous experience in 
World War I, we still heard the argument that our allies had merchant fleets 
that were large enough to service the free world. On September 1, 1939, the 
United States merchant fleet had 1,379 seagoing ships of 1,000 gross tons and 
over. According to a report of the United States Maritime Commission in 
November of 1937, a merchant fleet of 1,200 ships was supposed to be adequate 
for our country in time of war. Again, the so-called experts claimed our country 
could depend on foreign merchant marines. Again, they were proved to be 
wrong. , 

Our allies, upon whom we were to depend for ships, supplied us with only 
715,000 gross tons of ships. We, on the other hand, supplied 5,500,000 gross tons. 

lhe United States merchant marine delivered the goods to our fighting forces 
and allies overseas. The total cargo lift from the United States between 
December 7, 1941, and the surrender of Japan was 268,252,000 long tons, of which 
203,522,000 were dry cargo and 64,730,000 were petroleum and other liquid 





AMEND 1936 MERCHANT MARINE ACT 


cargoes, During the last year of the war, this meant an average rate of delivery 
of 8,500 tons of cargo every hour of every day and night. Our ships also carried 
the great majority of the 7,129,907 Army personnel and 141,537 civilians moving 
overseas between December 7, 1941, and November 30, 1945. During this same 
period, they carried 4,060,833 Army personnel and 169,626 civilians back to the 
United States secause we were able to build up our own merchant marine 
during this war we were able to deliver the goods needed to win the war. Also, 
we avoided the type of gouging we received during World War I During World 
War II, general-cargo rates increased only 70 percent as compared to 1,117 per 
cent during World War I. This difference is most impressive when we note 
that the ship-operating costs during World War II were substantially higher 
than during World War I. 

During World War II many of our troops sailed to Europe aboard the British 
Queen Mary and Queen Elizabeth. About 10,000 of them were packed aboard 
each Queen for every transatlantic voyage. Our British ally charged the United 
States Government $100 per soldier, or approximately $1 million gross a trip. 
This exorbitant charge is another good example of rate setting by our allies 
when we find ourselves in a position of depending on them for a particular 
service. Instead of paying these exorbitant rates, our Government must provide 
for enough American-flag ships to adequately service our military needs. At 
the above rates, it would not take long for our Government to pay the construc- 
tion subsidy for an American passenger ship. For example, the direct-construc 
tion subsidy for our newest United States passenger liner, the S. 8S. United States, 
is $18 million. The cost to the Government for defense features on the ship is 
$32 million. We consider this a good investment in an American-tlag passenger 
ship will be able to transport 14,000 troops 10,000 miles at a world’s record 
speed of over 35 knots per hour without refueling. 

When Korea broke, our allies were not in a position to provide the ships for 
that limited operation. During the Korean war our merchant ships have de- 
livered 80 percent of the cargoes to Korea. If an all-out war breaks out, our 
merchant fleet will be the only one we will be able to fully depend on. That is, 
of course, if we modernize our fleet and maintain it at an adequate size. Again, 
we ask during what war and when and how will our allies provide us with 
shipping? 

The congressional mandate in the preamble of the 1936 act is that our mer- 
chant marine should be sufficient to carry a “substantial portion” of the water 
borne export and import foreign commerce of the United States. Congress has 
most often indicated that a “substantial portion” of our forei; trade is 50 
percent of our foreign trade. This 50-percent provision was included in the 
Economic Cooperation Act of 1948, ECA amendments, 1949 (Public Law 47, 81st 
Cong.), Korean Aid Act (Public Law 447, 8lst Cong.), Yugoslav Emergency 
Relief Assistance Act of 1950 (Public Law 897, 7ist Cong.), India Emergency 
Food Act of 1951 (Public Law 48, 82d Cong.), Mutual Defense Assistance Act 
(Public Law 329, 8lst Cong.), and the Mutual Security Act of 1951 (Public Law 
165, 82d Cong.). 

In Public Resolution 17 the 73d Congress stated that all cargoes financed by 
the Reconstruction Finance Corporation or by any other instrumentality of the 
Government should be carried in American bottoms when available and charging 
reasonable rates. Instead of requiring American ships to carry all of the 
cargoes financed by the Export-Import Bank and other Government instru 
mentalities, Government agencies have provided that American bottoms carry 
50 percent of these cargoes. We are in agreement with this interpretation be- 
cause it fits into the implied definition of the “substantial portion” of our 
foreign export and import trade to be carried in our ships in order to realize 
an adequate United States merchant fleet. 

At this time we wish to point out that in June 1952 United States ships 
carried only 24.3 percent of our dry-cargo foreign exports and 38.4 percent of 
our dry-cargo foreign imports. As we had stated earlier, the American merchant 
marine should be placed in the position of transporting at least 50 percent of these 
cargoes, 

A report has been issued by the Public Advisory Board for Mutual Security 
on A Trade and Tariff Policy in the National Interest. This report charges 
that our Government policy of limiting cargo preference to our merchant marine 
is discriminatory toward foreign merchant marines. We wish to point out that 
every modern nation favors its merchant ships in order to assure themselves 
of an adequate merchant marine. These nations place their merchaat marines 
in a favorable world competitive environment by such devices as direct subsidy, 














AMEND 





1936 MERCHANT MARINE ACT 





cargo preference, manipulations or prohibitions in foreign currencies, reduced 
port, consular, and documentation charges for their ships, liberal tax benefits, 
ete. Some nations even discriminate to the degree of having preferential berth- 
ing facilities for their ships. Their ships dock promptly to discharge and load 
cargo while ships of foreign flags have to wait until the national ships are 
cleared. Ships of other flags have to wait for long periods. During this wait- 
ing period at anchor, the national-flag merchant ships freely enter the ports 
and dock ahead of ships flying other flags. 

We shall not go into a detailed explanation of the discriminatory merchant- 
marine practices of foreign nations. We point out that they do exist. For a 

detailed explanation of this problem we refer to Discriminatory Acts of Foreign 
Governments Affecting Our Merchant Marine, hearings before the Senate Sub- 
comittee on Merchant Marine and Maritime Matters (Magnuson subcommittee), 
S2d Congress, 2d session, April 4, 1952. 

in analyzing the forces competing for world cargoes, we must seriously look 
at the effect of the Military Sea Transportation Service. The MSTS, which is 
controlled by the United States Navy, is the largest merchant-ship operator in 
the world. 

At the outbreak of the Korean war in June of 1950, the Military Sea Trans- 
portation Service owned and operated 157 merchant-type ships. At that time 
the privately owned and operated fleet consisted of 1,162 ships. 

To meet the shipping requirements of the free world in this emergency, the 
National Shipping Authority activated more than 500 ships from the National 
defense reserve fleet. Most of these ships were operated by private operators, 
They were manned with civilian merchant seamen. The peak of the merchant 
marine was reached in February 1952, when there were 2,046 active ships which 
were privately owned and operated or Government owned and privately operated. 
This was an increase of 76 percent over the size of this fleet at the outbreak of the 
Korean war. Because of the decrease in overseas shipments during 1952, this 
fleet was sharply decreased. By September 1, 1952, this fleet dropped to 1,508 
ships. This means that on September 1, 1952, the fleet was 21 percent larger 
than it was in June 1950. 

During the period that the merchant marine was expanded, the MSTS mer- 
chant fleet was also expanded. The great difference between the MSTS fleet 
and the privately operated fleet is that the MSTS fleet did not contract with 
the drop in world shipping. On September 1, 1952, the MSTS fleet consisted 
of 272 ships manned by bluejackets and civil-service crews. This fleet is 73 
percent larger than it was at the outbreak of the Korean war. This percentage 
is in sharp contrast to the privately operated fleet, which is only 21 percent 
larger than pre-Korea. 

We have consistently charged that MSTS does not operate as efficiently as 
private operators. For example, in 1950 MSTS operated T-2 tankers with 129 
service personnel while private Operators manned the same type of tanker with 
only 48 seamen. In overall figures this is proved by the fact that in August 
of 1952, MSTS operated 18 percent of the number of ships privatel operated, 
but MSTS had 32 percent of the number of seamen on the privately operated 
merchant fleet. This is a sheer waste of manpower during a period in which 
every man counts. When the National Shipping Authority was running several 
hundreds of vessels to the Japan-Korea area, their maximum personnel in the 
area was 22. At the same time, with far fewer ships, MSTS had over 400 on their 
staff in the area. Persons assigned to the area did literally nothing. Needless 
to say, some of them quit because of lack of function and returned to the United 
States. 

For fiscal year 1952 (ending July 1, 1952), the MSTS transported 28 million 
measurement tons of cargo, 14,500,000 long tons of petroleum products, and 
2,500,000 passengers. This transportation of cargo and passengers by a military 
organization is inexcusable and undesirable. Traditionally, the private mer- 
chant marines of the world transport military cargo to all parts of the world. 
In the case of the United States, our privately operated ships handled the 
transportation of most of the cargo during World War I, World War II, and 
during the Korean war. During the Korean war our privately operated ships 
carried 80 percent of the cargo to the Far East. 

We strongly urge that the MSTS be taken out of direct competition with the 
private merchant marine. MSTS should operate merchant-type ships only when 
they are naval auxiliaries. By so doing, our Nation will realize a greater 
saving through efficient private operation. 
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We wish to submit one further argument for the necessity of our having an 
active merchant marine carrying at least 50 percent of our foreign export and 
import trade. Even if a foreign nation desires by law to give us equal competi- 
tive access to their private or even Government cargo, currency restrictions will 
obviate such action. For example, let us say that Great Britain gave American 
shipping competitive access to Empire preference cargo and did not repeal its 
restrictions on pounds sterling. 

The report of the Puble Advisory Board for Mutual Security completely 
overlooks the fact that competitive access to cargo does not mean anything; it 
is a question of country monetary policy and freezing of currency. This would 
meun that charges would be met in blocked, unconvertible currency. 

For example, we have competitive access to oil in the Near Bast. However, 
our earnings on such oil are paid for in nonconvertible pounds sterling. There- 
fore, American oil companies have to build tankers in British shipyards for such 
pounds because they cannot convert them to American dollars, despite the fact 
that for tanker construction our costs are competitive with British costs, when 
time delays are taken into consideration. 

B. Uniform depreciation and accelerated amortization: The Industrial Union 
of Marine and Shipbuilding Workers of America is in favor of the above-sug- 
gested amendments of the Merchant Marine Act of 1936. We feel that this is a 
modest request when compared with what foreign countries are allowed to charge 
off by their governments. 

On January 16, 19538, the President of the United States submitted to the Con- 
gress a United States Department of Commerce study on American Merchant 
Marine and Federal Tax Policy. This study listed depreciation allowances of 
foreign countries which fleets are in direct competition with ours. This study 
is of the utmost importance in determining whether or not United States-flag 
vessels shall be allowed accelerated depreciation. 

This section of the study, which is appended hereto as exhibit B, states with 
regard to accelerated depreciation : 

“This form of tax benefit has been granted to ship operators by a number of 
European maritime countries. Those currently permitting shipowners to de- 
preciate their ships at an accelerated rate are Belgium, Denmark, France, Italy, 
Netherlands, and Sweden. Norway also permitted all of its industries, includ- 
ing shipping, to depreciate their assets rapidly from March 1916 to December 1950, 
when this privilege was temporarily suspended except for contracts entered into 
prior to October 20, 1950. The United Kingdom also granted all of its industries, 
including shipping, such a tax advantage until June 1952, when it was tem- 
porarily suspended subject to a specific exemption for shipowners.” 

It further states: 

“Indeed, normal depreciation rates in some foreign countries are so high that 
they may be considered to be a form of accelerated depreciation.” 

In view of this fact, we think that the proposal for a uniform depreciation and 
for a 5-percent accelerated amortization is most conservative. 

Respectfully submitted. 

JOHN J. GRrogaN, President. 
EXHIBIT A 


INDUSTRIAL UNION OF MARINE 
AND SHIPBUILDING WORKERS OF AMERICA, 
CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Camden, N. J., March 30, 1958. 
W. D. LeaGetT, Jr. 
Rear Admiral, United States Navy, Department of the Navy, 
Bureau of Ships, Washington, D. C. 


Drar ADMIRAL LeEGGETT: Thank you for your considerate and sympathetic 
reply of March 21, 1953, in which you deal with our exceptions to Government 
policy involving offshore ship procurement and depressed America private 
shipyard employment. 

We have never doubted that the Navy, at all times, ‘“* * * is acting to promote 
the best interests of our country.’ There are, however, vital matters of present 
policy detrimentally affecting shipbuilders’ livelihoods and welfare as to which 
we seek enlightment and measures to ameliorate their plight. 

We are, therefore, deeply grateful for your kind offer to furnish us with ad- 
ditional information. 
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On the very day your letter was written, an Associated Press dispatch in the 
New York Times of March 22 stated as follows: 

“WASHINGTON, March 21 (AP)—The Navy has decided not to award a con- 
tract for 23 air rescue boats to a Canadian shipbuilder. The decision was dis- 
closed by publication today of a letter by Secretary of the Navy Robert B. 
Anderson to Thor C. Tollefson, Republican of Washington, who had protested 
that vessels for the Navy should be constructed in United States shipyards. Mr. 
Anderson said that the Navy’s Bureau of Ships had considered awarding the 
contract to the Canadian company, which submitted the lowest bid. The 
Canadian company was not identified. 

“Mr. Anderson stated that negotiations were being conducted to have the 
boats built in the United States. 

“A factor, he asserted, was ‘the necessity for preserving a nucleus of vital ship- 
yard facilities and skills in this country as a basis for the sudden expansion 
which will be necessary in the full event of mobilization.’ ’ 

This story baffles us in the light of your remarks concerning oflshore ship 
procurement. 

As of January 1, 1953, your letter informs us, “* * * the Navy was pro 
euring overseas * * * ships and craft for mutual defense having an estimated 
eost of $216,700,000. * * * None of the vessels being constructed in foreign 
yards are destined for employment by the United States Navy.” 

While the contemplated award to the Canadian bidder was not consummated, 
we wonder whether similar awards have been made to other countries and are 
under way. 

We should be indebted to you for information on whether sums have been spent 
or contracts awarded by the Navy in procurement of ships and craft abroad for 
employment by the Navy since January 1, 1953, and if so, to whom, and what 
sums were involved for the respective items? We are concerned, too, with 
what expenditures the Navy has made for repair of naval craft in foreign yards 
from 1943, if any. 

On February 19, 1953, a story appeared in the Philadelphia Inquirer an- 
nouncing the award of a United States contract to a French shipbuilding firm for 
construction of 38 naval vessels at a cost of $106 million. 

After reading this Philadelphia news item, our members maintained that they 
could not understand their idleness, even for a day, in face of the following 
facts: 

In 1989 France had some 2,999,000 tons of shipbuilding; in January 1952 the 
figure had reached 3,934,000 tons. 

Out of a total of $136.9 millions United States ECA withdrawn counterpart 
funds and grants to European nations for rehabilitation of merchant and fish- 
ing fleets, France was awarded and withdrew $71.7 millions, the lion’s share in 
the allotments (report submitted by White House to Speaker of House of Rep- 
resentatives, January 16, 1953,-p. 61). 

This generous aid was granted in addition to equal or more substantial out- 
right ECA contributions of construction materials and heavy finished equipment, 
which went directly into ship construction or released both materials and la- 
bor for shipbuilding. 

France has not only succeeded in rehabilitating its merchant marine and 
fishing fleets, but has achieved the repair and modernization of French shipyard 
installation to a position where they are now regarded “about as up to date as 
anywhere in the world” (Journal of Commerce, May 11, 1951). 

Referring to the ships built abroad, you point out in your letter that they 
are being constructed to foreign standards to suit the requirements of the re- 
cipient countries. You note, further, that their manufacture abroad should en- 
able our allies to attain greater self-sufficiency in defense production and should 
develop know-how and the nucleus of a producing organization overseas. 

While our members do not dispute your statement, they maintain that French 
and other European shipyards building for the United States Navy now have 
the know-how, with rare exceptions on a par with that of American shipyard 
workers. They assert that the French have the nucleus of a producing organ- 
ization equal in nearly every respect to that existing in the United States yards, 
inclusive of those with high combat mortality. They not only emphasize the 
“high quality which the country’s (French) yards traditionally put into their 
work * * *” (Journal of Commerce, May 5, 1951), but point to the speed, 
size, and type of vessels pouring out of practically all European shipyards. 
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The shipyard workers assert that the Italian and Dutch shipyards, referred 
to in our letter, which are now building vessels for the United States Depart 
ment of Defense, had matched and exceeded their 1939 merchant marine ton 
nage as early as January 1952. These and other European nation shipyards, 
aided by American funds and materials, are now reported working on the largest 
backlogs in their history. 

Workers in American shipyards view the Navy offshore procurement policy as 
practice runs “at the expense of our families and jobs.” They argue that they 
can well employ their own skills and time to produce any and all Navy offshore 
procurement craft 

Our membership does not oppose outright giving of finished war vessels to our 
allies. They believe, however, that American shipyard workers are capable of 
building any ships designed to fit the requirements of the recipient countries. 
To substantiate their claim, our members point to the construction, reconversion, 
and repair projects successfuly completed for foreign merchant marines and 
navies during the last war. 

Estimates derived from the Office of Ship Construction of the Maritime Admin- 
istration appear to show that some $800 million of subsidized new construction 
work, at today’s prices, would, when added to tanker construction, nonsubsidized 
construction, and repair work, provide work for from 5 to 6 years for approxi- 
mately 100,000 to 150,000 shipyard workers (U. S. Maritime Commission, Trade 
Routes Committee, Report on Passenger and Combined Vessels Under U. 8 
Registry, issued April 17, 1947; as increased by Index of Estimated Costs of Ship- 
building, projected by the Office of Ship Construction). 

This figure, in the eyes of our membership, would indicate that the expenditure 
of $216,700,000 for overseas ship procurement (despite the fact that it represents 
less than 6 percent of all defense funds for ships and crafts) could have provided 
at least 1 full year’s work for 40,000 workers at home; and, if added to tanker 
construction, nonsubsidized construction, repair work, and present Maritime Ad- 
ministration-subsidized construction, could have provided at least 1 full year’s 
work for almost 150,000 workers, and thus would have placed the American ship- 
building industry in a more healthy condition. They are convinced that this is 
the minimum adequate working force for new subsidized and Navy construction 
necessary to secure a vital, flourishing, shipbuilding industry in time of peace. 

In the light of the above-quoted estimate, we are at a loss to understand how 
the allocation of 73 percent of the Navy’s $3.6-billion construction and conversion 
program in private yards is being accomplished with so relatively small a private 
shipyard working force. We would be greatly indebted to you for information on 
this matter. 

Many of our jobless members attribute their idleness to the drying up of repair 
work which was formerly allocated by the Navy to private yards on a competi- 
tive or negotiated contract basis. We are at a loss to explain their unemploy- 
ment in face of the fact that the Bureau has been awarding a substantial and 
increasing volume of repair and activation work to private yards. 

We have assumed, from the only other source of official information available 
to us, that swelling percentagewise Navy shipyard employment indicated a more 
heavy channeling of repair and activation work into Navy installations. The 
Bureau of Labor Statistics’ Monthly Statistical Report on Employment and Pay- 
rolis cites the employment figures as follows: 


[In thousands} 


Year and month Private Navy ] 


Year and month | Private Navy 


1951--January ....- << j 82. 
February 4 
March.... | 95 
April ‘ 93 
SY ncksenbentid 94 
June 97 
July - 101. § 
August 101. % 
Septem ber__.- 104. ; 
October . 106. 3 
November 113 
December 111 


98.0 | January . --. “eee 116. 131.2 
104. 4 || February ; 123. § 131.7 
115 Mareh.-..... . 126 132.3 
121. April 4 — 126. | 133.0 
122.7 || May _ pine 130. 6 133. 8 
124 June . 131.! 135. 3 
125. 3 July é é 130. 135.5 
27 August ‘ 135. 3 
127 Septem ber 33 134.0 
128. 6 October. 31.6 132. 9 
129. 6 November 30. £ 133. 1 
129.9 || December. ‘ 132, 9 
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From the same source we note comparable figures of private and Navy ship- 
yard employment from the years 1923 (excluding 1942 to 1945) to 1950 as 
follows: 


Employment in shipbuilding 


[Thousands] 


inuary 1935 
inuary 1936 


J 

J 

January 1937 

January 1938 
i i. January 1939 
inuary 192 ! ) January 194 

J 

J 

J 

] 

J 


nuary 192 
January 192 
] 


nuary 
nuary 


] 
January | 
January 1931 


inuary 194] 
snuary 1946 
wnuary 1947 
nuary 19 anuary 1948 
anuary 1933 inuary 1949 
January 193 January 1950 


The above figures readily reveal that private shipyard employment was sub- 
stantially greater than in the naval shipyards for more than 2 decades. The 
growth of navy-yard employment exceeds all previous relationships with that 
of private shipyard working forces. 

We would appreciate being advised whether all these facts relevant to the 
expansion of- working forces in the naval establishment reflect a new course in 
Navy policy on repair work for private shipyards. 

We, of course, do not and would not presume to advance proposals for limita- 
tion of the working forces in naval shipyard establishments at the moment 
when the Navy has the prodigious job of meeting defense needs to combat con- 
tinuous threats of aggression. Such decisions rest in more capable hands. 

The prospect for the full employment of an adequate American shipbuilding 
force in the foreseeable future is hardly optimistic. Ship construction backlogs 
are fast dwindling. Ships for order in 1954 are forebodingly scarce. 

very ton lost to foreign procurement by American shipbuilding workers is of 
vital concern to the Navy and this union, if the paramount end of maintaining 
an adequate and fully employed skilled private shipbuilding force is to be served. 

We ardently solicit your every cooperation in helping to wipe out the wide 
employment fluctuations in our industry. The shipbuilders hope and expect 
the Navy to do its utmost to direct all possible construction and repair projects 
to American private shipyards. 

Finally, we desire particularly to extend our sincere and wholehearted thanks 
for the Navy’s willingness and cooperation in communicating its very helpful 
views to us, 

Sincerely and respectfully, 
JoHN J. Grogan, President. 


EXxHIsIt B 
UNITED STATES DEPARTMENT OF COMMERCE 
AMERICAN MERCHANT MARINE AND THE FEDERAL Tax POLICY 


A report to the President on Government Assistance necessary to maintain a 
Merchant Marine Adequate to the Commercial and National Defense Require- 
ments of the United States, submitted by the Secretary of Commerce, Charles 
Sawyer, November 1, 1952. Prepared by Maritime Administration, A. W. 
Gatov, Chairman, Federal Maritime Board, Maritime Administrator, October 
30, 1952 

DEPRECIATION 


Depreciation is normally based upon the original cost of fixed assets, and 
usually that expense is written off during the expected life of each such asset. 
As an aid to the development of their respective merchant fleets, a number of 
maritime countries grant tax advantages to operators of their respective na- 
tional-flag ships in the form of depreciation. Such tax benefits may be in the 
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form of (1) accelerated depreciation, (2) normal depreciation, and (3) revalua- 
tion of assets. All three types of depreciation provide substantial financial 
benefits as well as tax benefits. Indeed, normal depreciation rates in some for 
eign countries are so high that they may be considered to be a form of accelerat- 
ed depreciation. 

Accelerated depreciation: This form of tax benefit has been granted to ship 
operators by a number of European maritime countries. Those currently per- 
mitting shipowners to depreciate their ships at an accelerated rate are Belgium, 
Denmark, France, Italy, Netherlands, and Sweden. Norway also permitted all 
of its industries, including shipping, to depreciate their assets rapidly from 
March 1916 to December 1950, when this privilege was temporarily suspended 
except for contracts entered into prior to October 20, 1950. The United King- 
dom also granted all of its industries, including shipping, such a tax advantage 
until June 1952, when it was temporarily suspended subject to a specific exemp- 
tion for shipowners. 

Accelerated depreciation usually permits owners to depreciate the original 
cost of certain facilities at a more rapid rate during the early life of those 
assets than is ordinarily permitted by tax authorities. Such a policy provides 
shipowners with two principal financial advantages. First, a reduction in tax 
payments is secured if tax rates subsequently are decreased; and, second, the 
cost of invested capital is reduced since the deferred portion of the tax con- 
stitutes an interest-free loan. Indeed, the reduction in the cost of capital pro- 
vides a worthwhile tax benefit as to comprise a substantial portion of the cost 
of the facility. However, no uniformity exists between the several maritime 
countries allowing accelerated depreciation either as to the rate of depreciation 
or as to the period of time during which the rapid depreciation must be taken. 
Consequently, a study must be made of the accelerated depreciation legislation of 
each country. 

Belgiwm.—Accelerated depreciation is applicable on the basis of the original 
cost of a new ship or the purchase price of a used ship plus the cost for major 
repairs and conversions. The rates for ships acquired since January 1, 1951, 
are as follows: First year in which the ship is placed in operation 20 percent ; 
next 2 years, 15 percent for each year; remaining years until ship is completely 
depreciated, 10 percent each year. These rates permit the owner to depreciate 
50 percent of the cost during the first 3 years and to completely depreciate 
the cost in 8 years. For ships acquired prior to the beginning of 1951, owners 
are entitled to additional depreciation equal to the difference between the 
amount that was set aside and the amount they could have taken under the 
above rates subject to a maximum of 20 percent per year until the total difference 
is reached. 

Denmark.—F¥or a number of years during and since World War II, all Danish 
industry, including shipping, has been allowed accelerated depreciation. In 
1949 shipowners could deduct up to 50 percent of the cost of a new ship upon 
signing a contract with a construction yard; and that percentage, which was 
in addition to normal depreciation rates, could have been deducted in one 
installment or over a period of 5 years. Subsequently, the terms of that legis- 
lation were modified from time to time, and in 1951 the rules for rapid deprecia- 
tion were extended until March 31, 1952 (latest specific information). However, 
that form of depreciation was reduced to 3344 percent and the minimum time 
interval increased to 3 years. The most recent general information (September 
3%, 1952) indicates that accelerated depreciation now is considered a temporary 
measure and probably will be suspended or changed materially. 

France.—In general, all French industry, including shipbuilding and ship 
eperation, is subject to the same tax legislation. Amortization and reserve 
provisions not only are interpreted liberally but administered generously with 
respect to shipping concerns. The applicable amortization rate is not stated 
specifically by law; it is permitted to be set at that figure which conforms to 
the custom of the industry. The Dictionnaire Fiscal Permanent, an unofficial 
guide to French tax law, indicates that ships may be amortized at an annual 
rate of as much as 20 to 25 percent of cost or on a revaluated basis. 

The policy of liberal depreciation has been in effect for many years. In 
June 1931 the Minister of Finance, in a letter addressed to the Minister for 
the Merchant Marine, stated “when the circumstances of the shipping industry 
require that amortization be carried out with flexibility, I am ready to give 
instructions that the amortizations entered by shipping companies in their 
balance sheets are to be accepted in principle without modification in order to 
calculate the tax on commercial profits. Nevertheless, it must be understood 
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that the amount amortized cannot exceed the value of the ship * * *.” That 
policy still is in effect, and shipping companies are taking advantage of it. 

So long as shipowners remain within reasonabie limits they are allowed to 

depreciate their ships at a higher or lower rate each year when such rates are 

approved by tax authorities. 

Depreciation also may be deferred if profits are not sufficient to cover normal 
depreciation until profits are adequate for that purpose. Moreover, in 1951 
legislation was enacted permitting owners of ships and certain other types of 
facilities constructed after December 31, 1950, to double the normal or customary 
depreciation rate during the first year. 

Italy.—Shipowners may reduce by 40 percent the period over which normal 
depreciation was established by law. Total allowance may not exceed the sum of 
normal allowance plus 15 percent of cost of asset. 

Japan.—Corporations filing “blue form” returns which are subject to Govern- 
ment regulation are allowed to increase normal depreciation rates by 50 percent 
during first 3 years of acquisition. Acceleration applies only to certain equip- 
ment and ships acquired after first day of accounting period after April 1, 1951. 

Vetherlands.—One-third of the cost of fixed assets acquired or contracted for 
between December 31, 1949, and January 1, 1953, may be written off over and 
above normal depreciation as soon as the contract is signed or at any other 
time if the taxpayer so desires. 

Vorway.—Accelerated depreciation has been permitted for all industries as 
well as shipping for a long time; it was made possible by the act of March 11, 
1916, and has been continued since that date with specific modifications until 
December 1950. Under the Norwegian system a “normal price” is determined 
by reference to what similar ships did cost at some earlier date, and that basis 
was changed periodically. After World War II and until 1949, “normal price” 
was defined as the price a similar ship would have cost as of January 1, 1939, 
plus 20 percent; during 1950, plus 80 percent. The so-called excess price could 
be depreciated over a 5-year period subject to an annual maximum of 50 percent 
of the assumed annual income at each year's municipal assessment. The excess 
price could be paid out of the shipowner’s overall profits if the ship was built 
in Norway. However, if a ship was purchased or built in a foreign country, 
specific approval had to be obtained from the National Taxes Board. If such 
approval was not secured the excess price had to be written off from the profits 
of the ship itself. If the assumed inflated cost was not depreciated at the end 
of the 5-year period, the remainder had to be written off as normal depreciation 
rates, which, as will be shown below, are set officially at rather high levels. 

The system of “excess price amortization” was suspended by legislation enacted 
December 22, 1950, and does not apply to vessels contracted after October 20, 
1950. By the same legislation which suspended excess price amortization, any 
busines could obtain a tax deduction of 20 percent of its income subject to certain 
conditions. 

Sweden.—Accelerated depreciation legislation was enacted first in 1938. It 
was applied to all Swedish industry since its primary purpose was to minimize 
fluctuations in the national business cycle by setting aside larger reserves during 
prosperous periods for use during depressed economic periods. Depreciation 
allowances were based upon original cost of the facility and until January 1, 
1952, corporations were allowed to depreciate fixed assets without any limit. It 
was not only possible but common to write off 100 percent of the cost of the facility 
in a single year. That tax benefit has been of great importance to Swedish ship- 
ping and has enabled Swedish ship operators to decrease the book values of their 
respective fleets to a level far below its market price and below that of many 
of its competitors operating ships of comparable quality. As an alternate method 
of depreciation, Sweden permits in effect any depreciation which is booked. 
However, effective January 1, 1952, allowable depreciation was limited tem- 
porarily to 20 percent per annum of the acquisitions for the years 1952 and 1958. 
The old depreciation policy still applies, however, to ships contracted for prior 
to July 1, 1951, regardless of their delivery date. At the new rate, Swedish 
ship operators still are in an enviable position with respect to the book values 
of their fleets, which can be written off long before their economi¢ usefulness 
is ended. 

United Kingdom.—Accelerated depreciation was available to all British in- 
dustrial enterprises between April 5, 1946, and April 6, 1952. For the first 3 
years, 20 percent of the cost of the facility, plus normal depreciation, could be 
set aside; for the second 3-year period, the accelerated portion of the deprecia- 
tion reserve was increased to 40 percent. 
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Rapid acceleration of depreciation was suspended for British industry as of 
April 6, 1952, but British shipping was able to secure an exception which pro- 
vided that, even if the whole or a part of the cost of a ship is incurred after 
April 5, 1952, the full initial allowance will apply if on April 10, 1951, any of 
the following conditions existed : 

(a) The ship was under construction, (>) a contract had been signed for the 
construction of the ship, or (¢) a contract had been signed for the engines. 

The above exception will be of decided value to British shipping for some 
years since a substantial number of ships can make use of it. The suspension 
of accelerated depreciation, or intial allowances, was announced as a temporary 
measure and was intended to restrict capital expenditures during the present 
serious national financial situation. Indeed, the British shipping industry is 
actively continuing to press for some alteration of the existing marine tax law 
so as to make accelerated depreciation of greater immediate value to shipping. 


NORMAL, DEPRECIATION 


In administering normal depreciation rates for a new ship, the United States 
Bureau of Internal Revenue requires the use of original cost as a base which 
must be distributed at a uniform annual rate over a period of time equal to its 
estimated economic life. For example, newly constructed deep-sea tankers are 
considered to possess a 25-year economic life, and owners of such ships may 
depreciate their original cost at the rate of 4 percent each year subject to a 
minimum residual value. Dry-cargo ships, built by nonsubsidized operators, 
are required to be depreciated in from 25 to 30 years, but ships built by subsidized 
operators can be depreciated in 20 years. 

Foreign countries do not necessarily follow that practice, and most of the 
reports submitted in connection with this study show that foreign shipowners 
are accorded much more liberal treatment. Consequently, those shipowners are 
able to write off the capital costs of their ships in a shorter period of time than 
United States flag operators and enjoy the resultant financial tax benefits as 
well as other advantages flowing from artificially reduced book values of capital 
assets. 

No uniformity exists among foreign countries as to normal depreciation rates. 
The following information was reported : 

Argentina.—Sbips can be depreciated over a period of 20 years. A special 
allowance of 100 percent of the normal depreciation rate for 1940 and earlier ac- 
quisitions is permitted. This allowance decreases gradually to 45 percent on 
1949-50 construction. 

Belgium.—Legislation does not specify exact normal depreciation rates. It 
provides that rates should correspond to the real depreciation that has occurred 
to the value of the asset during the taxable period. The exact rate is fixed in 
each case by negotiations between the taxpayer and the tax collector. It is 
understood that little difficulty exists in arriving at such agreements, since the 
Government is satisfied that rapid amortization in the long run does not result 
in much of a reduction to Government tax revenues. 

Denmark.—Normal depreciation rates are based on original cost and vary 
according to ship type. Steamers (presumably those propelled by steam recip- 
rocating engines), 4 percent; motorships, 5 percent; tankers, 8 percent; and 
turbine-propelled ships, 6 percent. 

France.—Any rate which reasonably approximates the rates estimated cus- 
tomarily by the industry is lawful. Consequently, the shipping industry is 
allowed to use its judgment in this matter. In 1951, the tax law was amended 
to provide for accelerated depreciation on some types of capital goods, including 
ships, which if constructed after December 31, 1950, may be depreciated during 
the first year at double their normal depreciation rates. 

Greece.—Shipowners are not restricted by legislation as to normal depreciation 
rates. Consequently, they depreciate their ships as they see fit. Income taxes 
are not based upon net income, 

Italy—Normal depreciation is based on original cost and is graduated by type 
and size of ship ranging from 6 to 8 percent per year. Secondhand ships are 
granted the same annual depreciation rates which are adjusted for the remain- 
ing life of the ships. With regard to older tonnage, revalorization coefficients are 
applicable. 

Japan.—Normal depreciation rates are based upon original cost-plus cost of 
modernization. Dry-cargo ships launched since January 1950 can be depre- 
ciated over a 20-year period. First War standard ships and Second War 
standard ships can be depreciated in 18 years and 12 years, respectively. How- 
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ever, if those 8 types of ships are rebuilt to international registration standards, 
the period over which depreciation is permitted is reduced to 16 years, 15 years, 
and 10 years, respectively. 

Vetherlands.—No legal normal depreciation rates are in effect; instead, they 
are formulated in individual cases by national tax inspectors (policy generally 
liberal). Depreciation begins when contract is signed. 

Norway.—Annual rate of depreciation is specified by law. For example, self- 
propelled ships can be depreciated at rates ranging from 5 percent to 8 percent, 
depending upon such factors as type of service or type of traffic carried. 

Panama.—No statutory requirements exists for ships engaged in international 
services. No rates have been established for ships engaged in local services, and 
usually any reasonable program of depreciation is acceptable. 

Sweden.—Shipowners are permitted wide latitude to depreciate their ships. 
Until January 1, 1952, corporations were permitted to depreciate their capital 
equipment without any limit, even in 1 tax year. Since this date, depreciation 
at the rate of 20 percent per year is available to shipowners electing to take 
advantage of Swedish tax acceleration legislation. 

United Kingdom.—Normal depreciation is based upon original cost and definite 
percentages on a straight-line basis are specified, such as 5 percent for dry-cargo 
ships, both freight and passenger; 6% percent for tankers; and from 5 to 6% 
percent for refrigerated ships. 
REVALUATION 


OF FIXED ASSETS 








As stated above, depreciation is based usually upon original cost. Certain 

foreign countries, however, especially those whose currencies have been seriously 
depreciated, permit shipowners to revalue their assets in accordance with cer- 
tain decrees so that the amount of depreciation set aside will bear a close 
relationship to replacement values. Of the countries whose depeciation policies 
were analyzed, there are five which allow shipowners to revaluate their capital 
assets—Argentina, Belgium, France, Italy, an¢ the Netherlands. The policies 
of these countries are as follows: 

Argentina.—An increase of 20 percent in the authorized amounts in order to 
meet replacement costs is permitted. However, it is reported that few firms 
have taken advantage of that legislation because rules surrounding revaluations 
of assets could possibly result in tax disadvantag 

Belgium.—The revaluation of capital assets included in a balance sheet as of 
December 31, 1940, and still carried on the balance sheet prior to December 31, 
1946, is authorized for depreciation purposes. A limit of 214 times the normal 
cost prevailing as of August 31, 1939, is placed upon the revaluation calculation 
from which is deducted an amount representing wear and tear and effective 
depreciation of the asset as of the closing date of the last balance sheet preced- 
ing December 31, 1946. The remaining balance then may be amortized by 
depreciation allowances against profits taxable under the income-tax law. 

France.—Revaluation has been permitted since 1946, a policy which includes 
but is not limited to shipping. Fixed-asset depreciation is computed on the net 
revaluated amounts and distributed over the probable remaining economic life 
of the facility. Revaluation of the assets is discretionary with the taxpayer 
at the end of each accounting period. In general, revaluation is intended to 
reflect the deterioration which has occurred in the frane and ships can be 
depreciated approximately on a replacement cost basis. If and when a firm 
revises its balance sheet, it is subject to a special 5-percent tax on the capital 
gains on assets acquired or established by means of franc loans. 

Italy.—Revaluation is permitted on the basis of prescribed coefficients which 
increase rapidly as the age of the asset increases. 

Japan.—Assets on the books as of January 1, 1950, may be revalued subject 
to a 6-percent tax on increases in value of cumulative depreciation allowances 
up to 90 percent of revalued amount. 

Netherlands.—Shipowners can double the net book value 
acquired before 1941 

amounts. 


of fixed assets 
and compute depreciation and gains on such revalued 
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FORWARDING AGENTS AND FOREIGN FREIGHT BROKERS ASSOCIATION, 


Vew Orleans, May 25, 1953. 


Subject: Hearing to study proposed changes in the Shipping Act of 1936 


Hon. ALVIN S. WEICHEL, 


Chairman, Merchant Marine and Fisheries Committee 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN WEICHEL: It is our understanding that operating differen- 
tial subsidies are made to American shipping companies under a contract with 
our Government, which requires that a ship operator must send his vessels on a 
minimum number of regular sailings each year on designated foreign-trade 
routes, whether at a profit or a loss, and it is our opinion that if additional 
subsidies are to be granted other American lines they must include the same type 
of contract as is required of the lines now under subsidy, in accordance with the 
Shipping Act of 1936, 

Regular and dependable sailings have been our greatest asset, and we attribute 
the tremendous development of the Gulf to the fact that we have this regular 

nd dependable service. . 
Will you please make this communication a matter of record in the hearing? 
Yours very truly, 
T. R. SPEDDEN, 
Chairman, Committee on Relations With Steamship Lines 


SHIPBUILDERS COUNCIL OF AMERICA, 
New York, N. Y., May 21, 1953. 
Hon. ALVIN I WEICHEL, 
Chairman, House Conmittee on Merchant Marine and Fisheries. 
Washington, D. ¢ 


Dear Mr. CHAIRMAN: Reference is made to proposed bill VI, beginning at 
64 of the committee print of proposed amendments to the 1936 Merchant 
ne Act, relative to Federal ship-mortgage insurance, which document your 
»so kindly forwarded to the council some time ago. 
1as long been evident that the existing provisions for Federal ship-mort 
rance set forth in the 1936 act are virtually useless and should be g 


strengthened. <As the bill would amend the existing law to make the terms 
under which mortgage insurance would be available more attractive to private 
capital, the members of the Shipbuilders Council of America are pleased to an 
nounce their endorsement and approval and recommend its enactment. 
However, the members of the council feel it imperative that additional legis- 


on be enacted, perhaps by amendment of the proposed bill, extending the 
ivailability of such mortgage insurance to all American-built vessels operated 


n foreign trade. Language to effect such an extension has been noted in a bill 


ntroduced May 15 on the Senate side, S. 1905, by Senator Butler of Maryland. 
However, it should be noted that S. 1905 fails to make it clear that the mortgage 


nsurance would only be available with respect to vessels built in shipyards in the 
ited States 

As you know, at the present time, aside from tankers and e Government 

nanced Mariner-type p-constructio 


rogram, there 


| 
] 
eangoin merchant sel under construction at 


n the United States. Also, this disturbing 
the bulk of the existing American-owned tonnage COnSISts 
els and despite the alarming fact that by the mid-1960's | 
merchant fleet will be more than 20 years oid 
the tleet-replacement probiem is rapidly becoming a major national 
problem which must be promptly resolved if block obsolescence and all its at 
tendant evils are to be avoided 
When considered in this light, the proposed bill, amended to include all Amer- 
f vessels in foreign trade, but restricted to those « : cle Al ican 
s, cnnnot heip but be considered of great importance ie council has 
ce that you and your committee will give it favorable consideration. 


assumed that the hearings presently underway will include consideration 


s particular bill, and the council stands ready to have presentative ap 
pear in its support should you deem it hecessary and desirable 
Very truly yours, 


R. Sanrorp, President 
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DEPARTMENT OF THE NAVY, 
Washington, D. C., June 24, 19538. 
Hon. ALVIN F. WEICHEL, 
Chairman of liouse Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D. C. 


My Dear Mr. CHAIRMAN: In response to a request by Congressman Jolin J. 
Allen, I am pleased to provide information on the Navy’s position with respect to 
the United States merchant fleet and merchant shipbuilding industry for con- 
sideration by your committee. 

The Navy is vitally interested in a strong, healthy American flag mechant 
fleet capable of discharging its essential role in national defense. The current 
merchant fleet is not capable of doing this. A further major cause of concern 
is the lack of a comprehensive long-range program to provide for the orderly 
replacement of the large proportion of the current fleet which is already obsolete 
or rapidly becoming so. The inauguration now of a well planned building 
program would both improve the quality of the operating fleet and would insure 
a level of shipbuilding activity capable of rapid expansion in an emergency to 
carry on the mueh larger building program required for mobilization. 

With respect to the size and characteristics of a merchant fleet for national 
defense: 

(a) The size of the operating fleet should be adequate to meet, upon mobiliza- 
tion, immediate military lift requirements for the Department of Defense while 
simultaneously providing for essential civilian shipping needs. 

(b) The operating fleet should be balanced with a reserve fleet which, upon 
early activation, will provide additional shipping for rapidly expanding military 
requirements, until augmentation by a mobilization constructicn program can 
assume the increasing shipping load. 

(c) The merchant fleet should comprise ships of moderately. high speed. 

(d) The merchant fleet should be capable of rapid loading and unloading all 
types of military cargo, to reduce turn-around time. This reduction will decrease 
the total number of ships required, speed cargo delivery and reduce exposure of 
ships to possible enemy action while in exposed discharge ports. 

With respect to composition of a merchant fleet for national defense: 

(a) The largest and most serious deficit is in tanker types, despite the 
relatively greater proportion of this type in recent construction. 

(6) A deficit in cargo ships exists to a small degree in numbers, to a much 
greater degree in characteristics and speed. This deficit becomes more serious 
in absence of an orderly replacement and modernization prograin. 

(c) Troop ships have recently been augmented by additions of new ships in 
the naval and merchant fleets. There still exists, however, a number of troop 
ships which are deficient in speed and safety features, neither of which character- 
istics can be economically improved by alteration. 

With respect to the shipbuilding industry, introduction of measures to correct 
the above conditions would form the basis for critically needed stabilization. 
The preservation of an adequate nucleus of trained and experienced shipbuilding 
personnel, and of adequate shipbuilding facilities are matters of major import 
in mobilization preparedness. In the event of mobilization, the industry would 
be called upon again, as in past wars, to undergo a tremendous expansion to 
provide the vital shipping necessary to exert United States military strength 
overseas. 

In recognition of the acute importance of sound planning in this important 
area, a joint Maritime Administration-Navy group has been engaged in studies 
aimed toward developing in greater detail the matters discussed above. Al- 
though the study is not completed, some conclusions have been arrived at by the 
Navy representative on the group. These conclusions are embodied in the state- 
ment of Rear Admiral R. E. Wilson, United States Navy, before the Special 
Senate Subcommittee on Maritime Subsidies, presented on June 16, 1953. A 
copy of the statement is attached herewith. 

Sincerely yours, 
C. S. THOMAS, 
Acting Secretary of the Navy. 
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STATEMENT BY REAR ApM. R. E. Witson, USN, Deputy COMMANDER AND CHIEF 
oF STAFF, MILITARY SEA TRANSPORTATION SERVICE, REPRESENTING THE DEPART- 
MENT OF DEFENSE 

1. GENERAL COMMENTS 


The strategic importance of ocean transportation in a future war supports the 
concept that the United States-controlled merchant fleet should be of such a 
composition as to adequately meet the planned requirements of the Department 
of Defense by providing moderii, high-speed ocean transportation with suitable 
self-loading and unloading facilities and an ability to be utilized in any port as 
required 

The Department of Defense is concerned about the lack of a comprehensive 
merchant ship construction program which would provide for the orderly re- 
placement of the vast proportions of our merchant fleet which is fast approaching 
obsolescence. 

In the past, upon the sudden outbreak of a war it has been necessary to hastily 
improvise a shipbuilding program which was not only costly but resulted in an 
accumulation of ships so quickly designed and constructed as to be limited in 
unfavorable manner in their capability to meet modern military needs. 

It is clearly recognized that the special characteristics of merchant ships 
which are desired for ultimate military use must, of necessity, be modified and 
limited to conform to acceptable requirements for successful commercial enter- 
prise. Within the limits imposed by peacetime commercial utilization and an 
acceptable burden on the national economy, it is strongly recommended that the 
Congress support a phased merchant ship construction program of those ships 
required (1) to bring the active operating United States merchant fleet possessing 
acceptable defense characteristics up to the numerical limits required to meet 
the initial needs of the Department of Defense, and (2) provide the means for 
the orderly replacement of existing operating tonnage now rapidly approaching 
obsolescence. It is further recommended that either as a part of the program 
recommended above or supplementary thereto, the means be provided for the 
construction and operation of sufficient prototype vessels which can serve as the 
basis for emergency vessel-construction program upon the outbreak of a war. 

It is considered appropriate to also recommend that the Congress place the 
maximum reliance on United States-flag merchant shipping to support the 
defense of the United States. 

It is important to note that while the total national defense fleet (active and 
reserve) is deficient only to a minor degree to meet initial defense requirements 
from a quantitative point of view, there is a serious deficiency from a qualitative 
point of view. Of special reference is the fact that there are 1,713 Liberty 
ships, of which 242 are active and 1,471 laid up. These are considered too slow 
for modern military needs. In addition, there are 57 T-2 tankers (exclusive 
of those in Navy custody) which have reached more than one-half their life 
expectancy. These also should be replaced. 


2. RECOMMENDED SIZE OF THE ACTIVE OPERATING UNITED STATES MERCHANT FLEET 


(a) Numbers by category 


The Department of Defense, recognizing that the requirements for United 
States merchant shipping are subject to review and modification in the light 
of changing strategic situations, considers that in accordance with the latest 
approved plans the active operating United States merchant marine (exclusive 
of merchant-type vessels in Navy custody) should be comprised, as a minimum, 
of the following numbers of vessels: 

(1) Dry-cargo ships.—There is a requirement for 13,899,600 deadweight tons. 
This corresponds to a requirement for 1,287 notional dry-cargo ships. 

(2) Troop transports.—There is a requirement for 250,900 gross tons. This 
corresponds to a requirement for 26 notional troopships. 

(3) Tankers.—There is a requirement for 7,062,000 deadweight tons. This 
corresponds to a requirement for 428 notional tankers. 

Note: Notional ships: 

Tankers: 100,000 barrels fuel oil, or 115,000 barrels diesel, or 130,000 
barrels gasoline, 16,500 deadweight tons—at 15 knots 

Troopships : 2,400 troops—at 15 knots 

Cargo ships: 10,800 deadweight tons—at 10 knots 





538 AMEND 1936 MERCHANT MARINE ACT 


(6b) Minimum speeds desired for military purposes 


(1) Dry-cargo ships.—Dry-cargo ships should have at least 18 knots sustained 
speed 

2) Troop transports.—Troopships should have a sustained speed of 22 knots, 
or greater 

(3) Tankers.—Tankers should have a sustained speed of 20 knots, or greater. 

The Department of Defense considers that these speeds are highly desirable 

i military point of view and represent a target to shoot for. Some com- 

promise may prove necessary, however, in order to prevent a construction pro- 
gram, otherwise acceptable, from being finally blocked by standards which are 
not consistent with production capacity and economic feasibility, 


(c) Special characteristics 


(1) Dry-cargo ships—The most practical and useful types of American-flag, 
argo vessels, both from a commercial and military point of view, ap- 
pear to be those having the capacity and characteristics of the C—2’s and C-3’s. 
However, much is to be desired in the matter of basic ship design and moderniza- 
tion of archaic cargo-handling equipment and methods. The cargo vessel of 
the future must be so designed and so equipped to load and discharge, using its 
own gear, in one-half the time now required. At least one hatch of such vessel 
should be serviced by a jumbo boom of 50—60-ton capacity. The deep-loaded 
draft should not exceed 30 feet. Vessels of the C—2 and C-3 size are considered 
not only feasible and advantageous for commercial enterprise but offer excellent 
utilization and maneuverability characteristics in small ports, beachheads, and 
restricted waters involved in military operations. 

2) Troop transports.—Troopships should have the general characteristics of 

he P-2 class: Ultimate capacity of approximately 500 cabin spaces and 4.000 
troop spaces, with a patient-litter capacity of 250 spaces. Experience gained in 
the Korean operations and the utilization of existing troopships strongly sup- 
ports a requirement for this type vessel. The limiting maximum draft should 
be 30 feet. 

(3) Tankers—The recommended general characteristics of tankers most 

litable for military purposes are 25,000 dead-weight tons, capable of carrying 
several types of petroleum products. The limiting maximum draft should be 

” feet Tankers of larger dead-weight ton capacity can be utilized to a limited 

extent but it is not recommended that the entire replacement of existing tanker 
tonnage be confined to the so-called supertankers of capacity greatly exceeding 
25,000 dead-weight tons because their use, in the majority of ports, is limited 
by their size, draft, and maneuverability. 

(4) Draft The ideal maximum draft of vessels would be 27 feet. It is esti- 
mated that vessels drawing not more than 27 feet can be utilized in 85 percent of 
the ports of Europe. It is also estimated that 97 percent of the total United 
States-controlled merchant fleet should have, as a practical consideration, a 


aximum draft of 30 feet It is considered that the medium-size moderately 
vessels are the mst ce able compromise between military and commercial 
characteristics. For instance, although the Mariner type of vessel possesses 
any desirable features which can be used to great advantage as military 
rie time of mobilization, its peacetime commercial utilization is 

( } proved 
DEPARTMENT OF DEI SE UTILIZATION OF UNITED STATES MERCHANT FLEET 


fy 


The number and type of vessels in the active national defense fleet which 
ainfully employed in the conduct of normal peacetime commerce appears 
o be a matter which is controlled by the national economy and foreign 

mmerce, It is considered that the Maritme Administration is the appropriate 
ageney to develop firm figures on this subject. However, it can be noted that 


the Military Sea Transportation Service since the outbreak of the Korean opera- 


s utilized, at one specific time, as many as 223 merchant vessels under 
ine charter, 35 vessels under voyage charter, and 141 Government vessels 
ited by private shipping operators under General Agency Agreement. This 
uld indicate a minimum of 339 vessels which might have been chartered from 
the United States commercial shipping industry at one time by the MSTS if 
the vessels were of suitable characteristics and offered for charter. In addi- 
t itilizing the commercial fleet as indicated above, it is important to 

tte that MSTS ship via the regularly scheduled American-flag commercial 
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berth vessels a large portion of its dry-cargo tonn: During the 14-month period 
from January 1, 1952, to March 1, 1958, an average of 45.6 percent of the total 
dry-cargo tonnage of the Department of Defense moved overseas from all con- 
tinental United States ports was handled by this means. However, although 
the practice of using regularly scheduled berth vessels has certain advantages, 
such as providing an effective means of moving less-than-shipload lots into 
the areas where the normal volume of shipments is low and does not require ex- 
tensive overhead expense to the Government, it also has disadvantages, from a 
military point of view, because it does not allow the flexibility of movement, di- 
version, and adjustability needed to meet variable and constantly changing 





military situations. Therefore, the composition of the United States merchant 
fleet in peacetime should comprise vessels of both berth and tramp service, the 
former providing regularly scheduled sailings and the latter providing the 


flexibility required for military needs 


4, ASSUMPTIONS USED IN DETERMINING THE RECOMMENDED SIZE OF OPERATING 
NATIONAL DEFENSE FLEF1 


The numbers of vessels, by categories, which are recommended in preceding 
paragraphs as necessary to meet the needs of the Department of Defense upon 
the outbreak of war are based upon supporting plans of the approved emergency 
plans of the Joint Chiefs of Staff. Included in the factors which were used in 
arriving at the size of the operating national defense fleet were (1) and estimate 
of accumulative losses; (2) estimate of civilian as well as military requirements ; 
(3) planned activation from reserve fleets during a short initial period of time; 
(4) the availability of certain military vessels from the United States combatant 
fleet to meet certain emergency requirements; and (5) the availability of certain 
non-American-flag merchant vessels considered to be under “effective United 
States control.” It is to be noted that these plans are under constant review and 
ure kept up to date in the light of the changing strategic world situation. 


5. DESIRED SHIP CONSTRUCTION OF PROTOTYPES NOI CURRENTLY IN EXISTENCE 


The Department of Defense considers it essential to include in the program for 
merchant-type vessel construction ships with special design features to serve as 
prototypes for emergency construction programs as follows: 

(a) A dry-cargo ship having a bale cube capacity of between 650,000 and 
750,000 cubie feet, of which approximately 30,000 cubic feet should be reefer 
space. With a view toward eliminating wing deck stowage, the hatches shall 
be as large as possible in keeping with accepted design principles, the hatch 
covers to fold accordionlike and be hydraulically actuated (or other quick-open- 
ing and closing hatch covers with suitable mechanically operated systems). The 
conventional! booms and winches should be rep!aced by hydraulic cranes of 15-ton 
capacity. At least one hatch should be serviced by a 60-ton jumbo boom in 
addition to other cargo-handling gear. The speed of the vessel should be the 
highest compatible with the design and economic operation but not less than 18 
knots. Such a vessel should be capable of loading or discharging in 2 weather- 
working days of two 10-hour shifts each. 

(b) A moderately high-speed tanker, having characteristics similar to the 
Maritime Administration T-—5 design. 

(c) A “roll-on, roll-off’ vehicle cargo ship capable of attaining speed of at 
least 20 knots with at least a one-compartment standard for flotation and sta- 
bility, designed to permit tracked and wheeled vehicles to be moved on and off 
the ship rapidly under their own power. The desirable features of the move- 
ment of certain types of commercial cargo by the container-van method and the 
increasing use of this system for truck trailers by commercial shipping com- 
panies indicate the need for the development of a prototype mechant ship of 
this special design, potentially available for special military uses in time of war 
such as the transport of wheeled and tracked vehicles. 

(d) A reefer ship of 20 knots speed, having a cruising range of 15,000 miles; 
cargo space to include 80,000 cubic feet reefer and 40,000 cubic feet dry. 

(e) A specially designed “container cargo” ship to carry containerized and 
prepalletized cargoes. The ship should be so constructed that horizontal move- 
ment of such cargoes will be entirely eliminated during the loading process. The 
speed of the vessel should be not less than 18 knots. The ship should be self- 
sustaining in relation to handling this type of special cargo. 
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(f) There will also be a need for a limited number of heavy-lift ships equipped 
with oversized hatches and cargo booms capable of lifting up to 150 tons. MSTS 
is, at the present time, engaged in the conversion of two of its C—4 cargo ships 
to meet this specification and it is contemplated that further conversions of a 
limited number of Government-owned ships will be programed for future accom- 
plishment. These conversions may sullice to develop prototypes for wartime con- 
struction. It is important to note that there are no American-flag merchant 
ships in existence meeting this specification at the present time. Any encourage- 
ment that could be given to the private construction of ships meeting these gen- 
eral specifications would be appropriate. 








6. RECOM MENDED MERCHANT SHIP CONSTRUCTION PROGRAM 








\ joint analysis by representatives of the Maritime Administration and the 
Navy Department of the total civilian and military requirements for merchant- 
type shipping upon the outbreak of war compared with the current capability of 
the United States active merchant fleet has been made. In terms of the general 
types of ships recommended herein, this analysis indicates a deficiency in actual 
ships as follows 


(a) 165 cargo ships. (The approved program for the construction of the 
remaining 28 Mariners has been considered.) 

(b) 6 passenger ships equivalent to the P-2 class. 

(c) 43 tankers equivalent to the T-5 class. 


Based on these deficiencies, it is recommended that a construction program 
be initiated at the earliest practicable date aimed at— 

(a) Reducing these deficiencies to the maximum degree and at as rapid a rate 
as commercial utilization and the national economy will permit; and 

(b) Providing a realistic means for replacement of existing tonnage now 
rapidly approaching obsolescence. 

It is not within my province to recommend the form of a financial incentive 
which must be undertaken either by private financing or by the Government to 
persuade private shipping companies to accept newly constructed vessels either 
as additions to their fleet or as replacements for vessels owned by them which 
are becoming obsolescent. However, I desire to emphasize that such an aug- 
mentation and replacement program is definitely in the national interest. 


7. BASIS FOR THE RATE OF THE PROPOSED SHIP CONSTRUCTION PROGRAM 


One basic factor to be used in the development of a specific annual construction 
program is the necessity for the maintenance of a certain number of private 
shipyards in operation sufficient in number to form the base for expansion in 
time of war to meet mass-ship construction programs. The Department of 
Defense desires to emphasize that the existence of these active privately owned 
and operated shipyards, together with the skills of the shipyard workers and 


the capability of the tools, equipment, and facilities, is an essential factor to 
the national defense. 











8. RESEARCH IN DEPARTMENT OF DEFENSE ON DEVELOPMENT OF IMPROVED MERCHANT- 
rYPE VESSELS AND THEIR CARGO-HANDLING EQUIPMENT AND FACILITIES 


Acting under a directive issued by the Secretary of Defense, the Chief of Naval 
Operations has designated the Military Sea Transportation Service as the steer- 
ing agency in the Department of Defense to coordinate studies and make recom- 
mendations to the Secretary of Defense concerning the improvement of merchant- 
type vessels with special emphasis on the development of new designs and char- 
ucteristics of their cargo-handling equipment and facilities. In addition, the 
Secretary of Defense has designated Vice Adm. Francis C. Denebrink, United 
States Navy, Commander, Military Sea Transportation Service, as the repre- 
sentative of the Department of Defense on a committee comprised of military 
officials, officials of the Maritime Administration, and officials of the private ship- 
ping industry. Through this medium the development and recommendations 
approved by the Secretary of Defense will be made available to the Government 


and private agencies interested in the modernization of the United States mer- 
chant marine. 
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9, CONCLUSION 


I wish to inform the committee that the Department of Defense is continually 
consulting and coordinating its studies with the Maritime Administration as to 
the size and characteristics of the desired active operating United States mer- 
chant fleet and the desired composition of the national defense reserve fleet. 
Che complexity of this study and its vital importance to the national economy 
and national defense require a complete study that will take considerable time 
and effort. The information which I have given to the subcommittee today is 
the latest which has been developed to date. This joint effort on the part of 
Defense and Commerce will be of a continuing nature, resulting in recommenda 
tions which, it is hoped, will be acceptable to the Congress for eventual Govern- 
ment support for the modernization of the United States merchant marine. 


THE FOLLOWING STATEMENT WAS OFFERED BY Hon. JOHN J. ALLEN, OF CALIFORNIA, 
ON BEHALF oF D. L. DuLLUM, ENCINAL TERMINALS; CHARLES P. HOWARD, 
Howarp TERMINAL; DupLeEY W. Frost, Port of OAKLAND; WITH REFERENCE 
TO MSTS OPERATION 


JUNE 16, 1953. 
Hon. ALVIN F, WEICHEL, 
Chairman, Marine and Fisheries Committee, 
House of Representatives, Washington, D. C. 


DEAR MR. WEICHEL: For many months public port and private operators of 
commercial facilities in this San Francisco Bay area have made continuous 
efforts to have Government agencies, in particular the Army, allocate nonsecurity 
cargoes over said public and private terminal facilities in place of handling 
such cargoes over the Government’s own facilities. 

Bill H. R. 4731 is proposed as an amendment to section 901 of Merchant Marine 
Act, 1936. Its purpose being to protect the private ship operator versus Govern- 
ment vessel operations. This purpose is similar as to the protection the public 
and private terminal operators are seeking. 

The policy of the Army and Navy, as practiced in this area, is to use commercial 
facilities only when such Government facilities have reached capacity. This 
policy, in our opinion, is not proper; it is unfair and not in the best interest of 
national defense. The commercial facilities need this nonsecurity tonnage and 
have the combined facilities to accommodate same, 

The undersigned therefore respectfully request your committee’s consideration 
for amending bill H. R. 4731, as follows: 

“Nonsecurity waterborne cargo under the control of the United States Govern- 
ment shall be handled over public port or privately owned terminal facilities 
operating under the laws of the United States to the extent of the capacity and 
ability of such facilities to perform the services required and at fair and reason- 
able rates and charges, 

“Any cargo handling terminal services (excepting security cargo) performed 
by the Government shall be supplementary to such services as can be supplied 
by public port or privately owned and operated terminal facilities. Nothing 
herein contained shall impair or threaten the national security of the United 
States.” 

Thanking you for your kind attention, we are 

Respectfully yours, 
D. L. Durtum, 
Encinal Terminals. 
CHAS. P. HOWARD, 
Howard Terminal, 
DupLEY W. F Rost, 
Port of Oakland, 
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THe FoLLoOwING STATEMENT Was SuBMITTED RY GILBERT R. JOHNSON, COUNSEL 
FOR THE LAKE CARRIERS ASSOCIATION, OF CLEVELAND, OHIO 













JOHNSON, BRANAND & JAEGER, 


Cleveland, Ohio, July 22, 1953. 





Hon. ALVIN F. WEICHEL, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washinpton, D. C. 






Dear Six: Enclosed is copy of statement which I presented on July 21 to 
Senator Potter’s subcommittee of the Senate Committee on Interstate and 
Foreign Commerce This statement discusses some matters in which it oc- 
curred to me your committee might be interested and, if the record of your 


vestigation has not been closed, I would appreciate your including this 
Statement in the record, 












Very truly yours, 


GILBERT R. JOHNSON, 
Counsel, Lake Carriers’ Association. 














STATEMENT OF GILBERT R. JOHNSON, COUNSEL, LAKI 





CARRIERS’ ASSOCIATION 














My name is Gilbert R. Johnson. My 


appearance before your subcommittee 
is as counsel for Lake Carriers’ 


Association, an organization consisting of 45 
vessel companies owning in the aggregate 333 bulk freight vessels, all of 

hich are of United States flag and are engaged in the transportation of iron 
ore, coal, limestone, grain, and other dry bulk commodities upon the Great 
Lakes Necessarily, my remarks will be confined to bulk 
commodities and should not 















carriers of these 
be interpreted as applying to tankers, package 
freighters, or other vessels operating on the Great Lakes. Since, however, such 
bulk carriers transport 92 percent of the commodities moving upon the Great 
Lakes, the industry seems fairly representative of Great Lakes commerce as a 
whole. 

I understand that at present your subcommittee is primarily interested in 
determining the capacity, composition, and condition of the existing Great 
Lakes bulk carrier fleet, as well as the need for future replacement and expan- 
sion requirements. 










by the close of navigation in 1952 there were 571 commercial vessels engaged 
in the iron ore, coal, grain, and stone trades upon the Great Lakes—375 were 
of United States registry while 196 were Canadian. Conservatively, the 
combined fleet of the United States and Canada in 1952 represented a lifting 
or trip capacity of 4,410,397 gross tons. A breakdown of the vessels under 
United States registry in terms of gross registered tons and gross tons of carry- 
ing capacity by types and trades is as follows: 








Number of 


vessels 









Since 1952 the size of the Great Lakes fieet 
addition of six vessels of United States 











registry. 











end of 1953 should see 3 more new 
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has been further increased by the 
plans, the 


American ships commissioned, which will 
bring the total bulk carrier fleet as of that time to 384 vessels. 


~Hher 
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In terms of actual tonnage delivery by Great Lakes vessels, the volumes of the 


past 2 years are fairly representative. By commodities these were as follows: 








Net tons 
¥ 
Iron ort 83, 9 99, 783, 053 
Coal 4 12 AO, 045, 656 
St 3 277, 942 25, 871, 319 
Grait 15,2 78 13, 150, 144 
fot xf 189, 750. 2 
Iron ore moved in Canadian ve Is 952, 5,357,950 gross tons; 1951, 289.853 gross tons 


Of the foregoing traffic transported by Great Lakes vessels during 1951 and 
1952, about S2 percent consisted of United States domestic commerce, 6 percent 
Canadian domestic commerce, and about 12 percent international commerce be 
tween the ports of the United States and Canada. The explanation following the 
asterisk with respect to iron ore moved in Canadian vessels shows the total 
volume of iron ore moved by those vessels during the years 1952 and 1951. Those 
figures include the amount of iron ore moved by Canadian vessels between United 
States ports during those years under special legislation enacted by the Congress 
and providing for partial waiver of the coastwise laws. Incidentally, that leg- 
islation expired at the end of 1952 and was not renewed in 1953. The volume of 
iron ore transported by Canadian vessels between United States ports in 1952 
amounted to 102,000 gross tons and in 1951 to 556,000 gross tons 

So far this year the cumulative total tonnyge of iron ore, coal, and grain to 
July 1 is fur in excess of any comparable period in the past. For example, ore 
shipments during this period exceed those of 1951 by 4,498,683 net tons, which 
may well mean that the industry is on the way toward establishing a new record 
by the close of navigation this year. The cumulative total tonnages for all these 
commodities are as follows: 

{Net tons 


| | 
lo July 1, 1953 | To July 1, 1952 | To July 1, 1951 





Iron ore 40, 385, 376 24, 098, 036 | 35 886, 693 

1 (36, 058, 371 1 (21, 516, 10 1 (32, 041, 699) 
Coal | 17, 5 207 104 17, 141, 752 
Grain 5. 966. 470 | 5, 796, 229 | 4 106. 747 


Total | 63, 874, 143 | 46, 216, 362 57, 135, 192 

1 Denotes gross tons 
Turning now to the composition of the Great Lakes fleet, it should be pointed 
out that historically the construction of United States vessels for the Great Lakes 
trade has had many periods of intense activity. As will appear from the follow- 


ing table, such periods have created a problem of block obsolescense : 


lnited States conventional bulk carriers 


Construction date Number of Percent of 
esse] total 
1910 and prior 182 55. 16 
l 
1911 to 1920 78 23. 63 
1921 to 1930 30 9.09 
1931 to 1940 4 1. 21 
1941 to 1950 22 6. 67 
1951 to 1952 14 24 


Total 
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United States bulk self-unloading vessels 


combined fle et 


Number of Percent of 
vessels | total 


1910 and prior... 54. 40 
1911 to 1920 ‘ 93 24 80 
1921 to 1930 9. 60 
1931 to 1940 . : 1.06 
1941 to 1950 E 2: 5. 87 
1951 to 1952_.-- ‘ “ ‘ — soswate 4.27 


Total.... 


It is immediately apparent that over 79 percent of the United States vessels 
were built prior to 1920 and are now more than 32 years old. Most of these ves- 
sels carry between 10,000 and 12,000 gross tons and were built in the period from 
1905 to 1910. The hulls of many such vessels are more than 40 years old. They 
are, however, structurally sound. These vessels are well maintained, they are 
in excellent seaworthy condition, and are efficient within their limited capacity. 
Actually, the longevity of a Great Lakes vessel has never been determined. 

Block obsolescence then, rather than deterioration, is the problem facing the 
owners of these vessels. Compared to the modern-day vessel, the 10,000-ton car- 
rier is considerably slower and, therefore, does not make the round trip as rapidly 
as the new vessel, generally the difference being about 2 days. Consequently, the 
older vessels complete fewer trips in a season which, besides their actual capacity, 
is a serious limiting factor. The newer vessels of the American fleet are, of 
course, prime examples of modern efficiency in water transportation. 

A variety of factors makes any prediction for the future extremely uncertain. 
Since the transportation of bulk commodities upon the Great Lakes is tied to 
basic industries, such as steel, the transportation industry is subjected to extreme 
fluctuations in the business cycle. In 1921 a total of only 68,033,575 net tons of 
the 4 basic commodities—iron ore, coal, limestone, and grain—were carried. By 
1923 the total tonnage had risen to 121,029,400 net tons. Minor recessions were 
thereafter recorded in 1924 and 1927, but by 1929 the figure of 138,574,441 net 
tons was achieved, only to be followed by the all-time low since 1901 of 41,672,761 
net tons in 1932. It was not until 1940 that the industry again achieved the 
volume it had attained in 1929. With World War II and pressing defense needs, 
182,731,421 net tons were carried in 1942, only to be topped by an additional 
1,428,071 net tons in 1944. Thereafter fluctuations ranging between 25 and 30 
millon net tons were experienced until 1951, when defense requirements brought 
on by the Korean conflict were met by establishing the present all-time record 
of 189,750,172 net tons. As previously noted, the indications are that this record 
may be broken by the end of 1953. 

Despite the cyclical characteristics of the transportation industry, lake ship- 
ments have expanded in conformity with industrial growth in the Midwest. One 
should not assume from this expansion, however, that there has been a growth 
in either the number of vessels or the registered tonnage of vessels employed in 
this commerce. Actually, the record of 1951 was established with 167 fewer ves- 
sels than were available in 1923. Moreover, the registered gross tofinage of the 
American fleet was no greater in 1951 than in 1923, while in 1946 the registered 
gross tonnage of United States vessels upon the Great Lakes had declined to its 
lowest point since 1923. 
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Since 1951, of course, the addition of some new vessels to the American fleet 
has brought about an overall increase over that of earlier years. But eventually 
the necessity for retirement of many of the older ships, unless rehabilitated, will 
be an offsetting factor. 

Canadian operators, on the other hand, have consistently added new tonnage 
to their fleet since 1946. In essence, since 1946 Canadian operators have added 
15 new vessels to their fleet, which means that 7.6 percent of their vessels are 
currently less than 7 years old, while only 4.27 percent of the American vessels 
are of a comparable age. Moreover, Canadian tonnage by 1952 had increased by 
$32,149 gross tons over that of 1923, while American tonnage in 1952 was actu- 
ally less than that of 1923 by 57,600 gross tons. 

Consequently, the ability to meet the demands of ever-expanding industry, the 
defense needs of World War II, and the recent remobilization effort brought 
on by the Korean conflict, tasks in which the industry never fails, is attributable 
to two factors: (1) Additional seasonal capacity as the result of greater speed 
and trip capacity of reconverted and newly constructed vessels and (2) higher 
lake levels permitting deeper loading drafts. 

Now there are two ways of creating additional seasonal capacity. One is to 
construct new vessels and, to an appreciable extent, there has been new construc- 
tion over the past 15 years. But to construct today a vessel of 20,000 tons capac- 
ity which will travel at a rate of 16 miles per hour or more costs about $6 million 
or $300 per gross ton of carrying capacity. This cost is 100 percent in excess of 
the per ton cost of the 16 vessels built during World War II by the Maritime 
Commission and purchased by Great Lakes operators, and about 3 times greater 
than the 1920 cost. Thus, while new vessels have appeared upon the lakes since 
1951, the high construction costs of these vessels are a serious deterent to any 
long-range building program under current conditions. It should be pointed 
out that the operators of Great Lakes vessels have never received either con- 
struction or operating subsidies from the United States and have always been 
most firmly opposed to any policy which will result in subsidization of their 
vessels. 

The second method is to modernize existing vessels. A vessel of 10,000 tons 
carrying capacity, built at an average cost of $326,000 in 1905, may be modern- 
ized by the replacement of boilers and engines, together with other improvements 
at a cost of not less than $1 million. If this vessel is then capable of completing 
10 additional trips in a season, her seasonal capacity will be increased by 100,000 
gross tons but at high cost to obtain such additional seasonal capacity. Many 
of the older vessels are physically suited for such reconditioning and moderniza- 
tion. Once modernized, these vessels will be economically useful for many years, 
and 35 vessels have been so reconditioned, but in view of the cost of such mod- 
ernization and cyclical variations in the industry, there is a natural reluctance 
in undertaking extensive rehabilitation programs as conditions now stand. 

The depth of available water in Lake Erie and connecting rivers of the Great 
Lakes places a practical limitation upon the trip capacity of the Great Lakes 
fleet. In recent years lake levels have been high, permitting all but the most 
recently constructed vessels to load to maximum draft fixed by law. Should 
lake levels recede, however, trip capacity and hence seasonal capacity will be 
materially reduced. In such an event additional capacity in an individual vessel 
is meaningless. Consequently, unless the connecting channels are deepened the 
loss of vessel capacity through lowering water levels will have to be overcome 
through new capacity. 

While in the past 25 years iron-ore tonnage has increased by 54 percent, 
coal by 64 percent, grain by 8 percent, and stone by more than 100 percent, it 
would not be realistic to assume that the rate of growth of the past 25 years 
will continue but increased emphasis can be expected upon trade between 
Canadian and American ports on the Great Lakes. In 1952 the international 
commerce between the two countries upon the Great Lakes was 20 million net 
tons, compared to 17 million net tons in 1949. It is anticipated that Canadian 
mines in the future will be an important source of iron ore. Canadian industry 
is expanding and should require greater quantities of American coal and lime- 
stone. In time, all factors indicate that the ever-expanding commerce between 
the United States and Canada will absorb to a large extent the resources of the 
transportation industry. 

It should be realized, however, that in 1949 Canadian vessels were already 
transporting 78 percent of the commerce between the United States and Canada, 
whereas following World War I American vessels carried 82 percent of this trade. 
The competitive picture does not look advantageous to the American operators. 
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A Canadian vessel operates at a cost of less than 60 percent of that which is 
required to operate a comparable American vessel. But Canadian vessels, 
even so, are not the most serious concern of American vessel operators. For 
many years, to a greater or lesser degree, European vessels capable of navigating 
St. Lawrence River have entered the Great Lakes and engaged in trade between 
the United States and Canada. Last year 2 vessels of European registry com- 


pleted 11 trips in the grain trade between Fort William, Ontario, and Chicago- 
Milwaukee. Again this year Euronean-flag vessels are engaging in this trade 
which has always been carried by Canadian and United States vessels. 

Because of their higher construction and operating costs, United States vessels 
are unable to compete either with Canadian or European vessels. There is 
little hope that United States operators will ever be able to recapture that com- 
merece which has now been taken by Canadian vessels, but United States vessels 
operators do desire to maintain at least their present competitive position. 

From the foregoing discussion it will appear that the United States operator 
on the Great Lakes is faced with three problems: (1) In the domestic trade 
he must replace existing vessels and enlarge his overall vessel capacity to meet 
expanding needs of the users of these essential bulk commodities, (2) he must 
compete with a rapidly growing Canadian fleet in the transportation of these 
commodities between the two countries, and (3) he is threatened with the 
even more devastating competition of European-flag vessels in this commerce 
between the United States and Canada. 





Of one thing the people may be certain. The ingenuity and enterprise of the 
United States vessel owner will carry him a long way, as it has in the past, in 
maintaining the fleet necessary to meet our national needs in time of war and 
peace. Some factors in foreign competition are not reachable, however, through 
business ingenuity and enterprise and, if there is to be an adequate privately 
owned United States fleet on the Great Lakes in years to come, it is perfectly 
plain that more encouragement than now exists must be accorded in our laws. 


CIO MARITIME COMMITTEE, 
Washington 3, D. C., July 24, 1958. 
Hon. ALVIN F. WEICHEL, 


House of Representatives, 
Washington, D. C. 


Dear HONORABLE WEICHEL: We enclose herewith a statement of the CIO 
Maritime Committee on the size and composition of the American merchant 
marine. I fully intended bringing this to you personally. However, due to the 
pressure of work, I have been unable to do so. 

As a member of the House committee which deals with problems affecting 
the merchant marine, we felt that you may be interested in our views. We hope 
that you will find time to read this statement. 

Within the course of the next year we will prepare for the Senate Interstate 
and Foreign Commerce Committee our views on (1) analysis and effectiveness 
of the 1936 act, and (2) recommendations of legislative and administrative cor- 
rectiveness. These two subjects, in addition to the enclosed, are part of an 
overall study of the merchant marine. We trust that your busy schedule will 
permit vou to read them. If so, we will be honored to send them to you. 

Thanking you for your consideration, we remain, 

Sincerely yours, 
Hoyt S. Happock, 
Executive Secretary. 





STATEMENT OF Hoyt S. Happock, Executive Secretary, THE CIO MARITIME 
COM MITTEE, ON SIZE AND COMPOSITION OF THE UNITED STATES MERCHANT FLEET 





My name is Hoyt S. Haddock. I am executive secretary of the CIO Mari- 
time Committee. The CIO Maritime Committee consists of the maritime unions 
affiliated with the Congress of Industrial Organizations. These unions are the 
National Maritime Union of America; American Radio Association; National 
Marine Engineers Beneficial Association; Industrial Union of Marine and Ship- 
building Workers of America: and District No. 4, United Steelworkers of 
America. 

We want to express our appreciation to this subcommittee for according us 
the opportunity to present our yiews on the necessary and desirable size and 
composition of the United States merchant marine. 
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We are not experts who can give you all of the technical answers required 
by your search. We will endeavor to express our point of view in a practical 
manner. We have read many views on the size and composition our merenant 
fleets should have been in the various phases of our Nation’s history The con 
clusion, too often reached by the studies made in peacetime, is that an adequate 
merchant marine is one which without subsidy can compete with foreign mer 
chant marines with low construction and operating costs, This usually means 
no American merchant marine. On the other hand, during wartime the con 
clusion of the same type studies is that only fools would have permitted our 
merchant marine to wither to the point of endangering our national security 

A good example of a study which had been considered most daring and almost 
outrageous was The Economic Survey of the American Merchant Marine which 
was released by the United States Maritime Commission in November of 1987. In 
that survey the Commission stated that in the event of a national emergency our 
Nation’s requirement in the early stages would be 1,000 fast ships backed up by a 
reserve of 200 ships. This report was laughed at by many who professed to 
believe that we could fully depend on-foreign allies for merchant fleets. This 
attitude was prevalent despite the clear historical record of World War I. 
We must recall that in World War I we and our then allies were nearly defeated, 
because we did not have an adequate merchant marine. Even before we entered 
the war, we learned of the high cost of depending on foreign ships to carry our 
commercial cargoes. That is, when we could get foreign ships to carry them 

Prior to World War I the United States permitted the merchant marine to 
wither away until our ships were carrying only 9 percent of our export and 
import trade. At the outbreak of war we were in the dangerous position of a 
neutral nation without ships The foreign maritime nations withheld their 
ships and our Nation’s foreign trade was left high and dry on our docks. In 
August 1913 the United States had exported 257,172 bales of cotton. One year 
later in August 1914, we exported only 21,219 bales. The price of cotton fell from 
$62.50 a bale in July 1914 to $36.25 in December 1914 because it could not be 
delivered. All cargoes piled up on the docks and the American producers and 
distributors of our export commodities faced ruin 

The British and neutral shipowners, who did send their ships to our shores, 
charged our shippers unbelievably gouging rates. Shipping rates increased up 
to 700 percent even before our Nation engaged in the munitions trade. After the 
war became a full scale one, shipping rate increases of 2,000 percent were com- 
mon. The average rate on general cargo increased 1,117 percent. 

Before World War I ships were chartered for $1 a ton. Two short months 
after the outbreak of the war the charter rate was $13.88 a ton to areas outside 
of the war zone and $20 to $21 in war zones. These high shipping profits caused 
the demand for ships to soar. The sales price of ships rose to $300 a ton from 
the prewar price of $60 a ton. In fact, shipping profits were so high that many 
ships were completely paid for from the profits of one voyage 

Today many apologists for operating American ships under foreign flag claim 
that such ships are available to the United States. This is nothing less than 
mnisrepresentation of facts. Prior to World War I the great bulk of American- 
owned ships had been registered under foreign flag. When the war broke out 
most of these ships were not made available to the United States. Congress 
under the guidance of the Wilson administration hastened to enact legislation 
to alleviate this critical problem. In August 1914 a law was enacted which per- 
mitted Americans to register their foreign flag ships under the American flag. 
Congress also enacted a law which provided insurance coverage for these ships. 
These emergency acts had a strong effect in increasing the tonnage available 
to the United States. Despite this historical fact the enemies of the American 
Merchant Marine still advocate foreign flags for American-owned ships. By 
July 1, 1915, 523,000 tens of shipping had heen transferred to the American flag. 
By 1917 this total was increased to 650,000 tons. 

3y the end of World War I the United States possessed 2.547 merchant ships 
aggregating a total of 14,705,281 deadweight tons. The direct acquisition costs 
of these ships was $3,042,000,000. Of these ships 2,316 were constructed by the 
Government at wartime costs of $2,951,807,000. The balance of 231 ships were 
acquired by purchases, seizure of enemy property, and transfer from other 
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Government departments at a net cost of $126,194. The composition of that 
high cost wartime fleet was as follows: 


Cargo_-_ . j tf ae) Lee 
Tankers i s , 159 
Passenger , : - 33 
Transports : ; 23 
Colliers 5 ‘ 19 
Tugs, barges, and other miscellany 


Total 


President Wilson was greatly disturbed by the mistake our Nation had made 
in not maintaining a peactime fleet adequate to service our foreign trade during 
war. In his third annual message to Congress given in May 1915 he declared: 

“It is high time we repaired our mistake and resumed our commercial inde- 
pendence on the seas. For it is a question of independence. If other nations 
go to War or seek to hamper each other’s commerce, our merchants, it seems, are 
at their mercy, to do with as they please. We must use their ships, and use 
them as they determine. We have not ships enough of our own. We cannot 
handle our own commerce on the seas. Our independence is provincial and is 
only on land and within our own borders.” 

After World War I the 66th Congress made a full study of the role of the 
American merchant marine in peace and war. After studying the near disaster 
our Nation experienced because of the philosophy of depending upon foreign-flag 
ships instead of maintaining our own merchant marine, they passed the Mer- 
chant Marine Act of 1920. The conclusion they reached is evident in the strong 
language contained in the preamble of this law which is as follows: 

“That it is necessary for the national defense and for the proper growth of 
its foreign and domestic commerce that the United States shall have a merchant 
marine of the best equipped and most suitable types of vessels sufficient to 
carry the greater portion of its commerce and serve as a naval or military 
auxiliary in time of war or national emergency, ultimately to be owned and 
operated privately by citizens of the United States and it is hereby declared to 
be the policy of the United States to do whatever may be necessary to develop 
and encourage the maintenance of such a merchant marine, and insofar as 
inay not be inconsistent with the express provisions of this act, the United States 
Shipping Board, shall, in the disposition of vessels and shipping property as 
hereinafter provided, in the making of rules and regulations, and in the adminis- 
tration of the shipping laws keep always in view this purpose and object as 
the primary end to be obtained.” 

In 1936 Congress reaffirmed its mandate that our Nation should develop and 
maintain a United States merchant marine adequate to service our foreign and 
domestic commerce and be available in national emergency. The preamble of 
this act is as follows: 

“It is necessary for the national defense and development of its foreign and 
domestic commerce that the United States shall have a merchant marine (a) 
sufficient to carry its domestic waterborne and a substantial portion of the 
waterborne export and import foreign commerce of the United States and to 
provide shipping service on all routes essential for maintaining the flow of such 
domestic and foreign waterborne commerce at all times, (b) capable of serving 
as a naval and military auxiliary in time of war or national emergency, (c) 
owned and operated under the United States flag by citizens of the United States 
insofar as may be practicable, and (d) composed of the best equipped, safest, 
and most suitable types of vessels, constructed in the United States and manned 
with a trained and efficient citizen personnel. It is hereby declared to be the 
policy of the United States to foster the development and encourage the main- 
tenance of such a merchant marine.” [Italics ours.] 

With the outbreak of World War II we still heard the argument that our 
allies had merchant fleets that were large enough to service the free world. Yet, 
after the outbreak of World War II, experience shows us that we needed many 
more ships than the number estimated by the Commission. In fact, the fleets 
of our allies were not available for our use and we had to construct over 5,000 
ships to meet the shipping needs of our Nation and our allies. 

On September 1, 1939, the United States merchant fleet had 1,379 seagoing 
ships of 1,000 gross tons and over. The United States Maritime Commission 
in November of 1937, had said that 1,200 ships would be adequate for our country 
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in time of war. Again the so-called experts claimed our country could depend on 
foreign merchant marines. Again they were proved to be wrong, by 6,234 ships.’ 

All theaters of World War II operations were overseas. Accordingly, our 
Nation was dependent upon ocean transportation in making its strength effective 
against the enemy. 

The Axis Powers were well aware of that, fact. They did all they could to 
destroy our merchant marine. 

When Europe went to war in September 1939, the world oceangoing merchant 
shipping totaled 80 million deadweight tons. Britain and France controlled ap 
proximately 27 million tons. The great portion of neutral shipping was available 
to the Allies. At the outbreak of the war the German blockade became effective 
immediately. During the 27 months prior to the entry of the United States into 
the war about 16 million deadweight tons were sunk by the Axis. During the 
same period the combined output of the shipyards of the United Kingdom and 
the United States, which were almost the sole source of new merchant shipping 
for the Allies, was only 5 million deadweight tons 

On December 1, 1941, the ocean passenger, dry cargo, and tanker vessels under 
the American flag aggregated about 11,600,000 deadweight tons. German sub- 
marines appeared in the western Atlantic, the Gulf of Mexico, and the Caribbean, 
and ships moving coastwise were sunk within sight of our shores. American 
ships totaling 3,609,000 deadweight tons were lost during 1942, the year of 
heaviest casualties. Approximately 6,764,000 deadweight tons of American ships 
were sunk during the course of the entire war. 

For the entire war period the losses of ships controlled or avaliable to the 
Allies aggregated over 36 million deadweight tons. Of these losses 733 were 
American merchant ships of over 1,000 gross tons and hundreds of smaller ships. 
Thus, the American loss was more than half the tonnage of our prewar mer 
chant marine. The breakdown of the Allied shipping merchant-ship losses is 
as follows: 


Deadweight tons] 


| Nontanker Tanker Total 
September 1939 to December 1941 13, 700, 000 2. 600, 000 16, 300, 000 
Year 1942 8, 957, 000 3, 070, 000 12, 027, 000 
Year 1943 4, 342, 000 977, 000 5, 319, 000 
Year 1944 1, 804, 000 293, 000 2, 097, 000 
January to August 1945 679. 000 160, 000 839, 000 
Total 29, 482, 000 7, 100, 000 36, 582. 000 


During 1940 and the early part of 1941 there were several months when the 
Allied shipping losses exceeded the combined ship construction of the United 
Kingdom and the United States by more than 500,000 deadweight tons. 

Considering the low ebb of American shipbuilding during the early thirties 
and the vital part which the American shipbuilding industry was called upon 
to play in the successful carrying out of the war, it was fortunate that this 
industry was kept alive befure we entered the conflict. After the German forces 
had overrun Norway, the Low Countries, and France in the early summer of 
1940, this fact was even more apparent and its implications became serious. 
Accordingly, in the fall of 1940 the British placed orders with American ship- 
yards for 60 freighters. Early in 1941 the Maritime Commission ordered 200 
more cargo carriers. By the end of 1941 the American shipbuilding program 
including foreign and American orders had been expanded to include about 
1,200 ships aggregating about 14 million deadweight tons. It was with the view 
of expediting the deliveries of British orders that a ship of simplified design 
Was agreed upon. This gave birth to the Liberty ship which was actually obso- 
lete on the drawing board. 

During the 5-year period 1941-45 a total of 5,280 oceangoing vessels, aggre- 
gating over 54 million deadweight tons were delivered from American ship- 
yards. The yearly breakdown of this total is as follows: 





1The United States acquired by requisition title 103, purchased 26 and chartered 16 
foreign-flag vessels during World War II. 
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Number of Deadweight 
ship tons 

105 1, 165, 200 

740 7, 918, O00 

; 1, 719 IS 1, 400 
1, 623 15, 982. 200) 

l 1, O93 10, 597, 300 
280 54, 224, 100 


The breakdown by types of ships and tonnage is as follows: 


Number of Deadweight 
ships tons 

475 4, 694, 400 

] 2, 708 20, 182, 400 
\ 414 4,491, 700 
I ker 678 10, 934, 200 
Military tr t 245 1, 243, 700 
0 1 < 266 1, 791, 700 
M 404 1, 886, 000 
otal 5, 280 54, 224, 100 


During the war period British Empire shipyards delivered less than 11 million 
deadweight tons. In fact, all of our allies upon whom the prewar experts had 


claimed we could depend on for merchant ships supplied us with only 715,000 


5,500,000 gross tons to 


gross tons of ships. On the other hand we delivered 
them 

The United States merchant marine delivered the goods to our fighting forces 
nd allies overseas. The total cargo lift from the United States between Decem- 
ber 7, 1941, and the surrender of Japan was 268,252,000 long tons, of which 
203,522,000 were dry cargo and 64,730,000 were petroleum and other liquid 
cargoes. During the last year of the war, this meant an average rate of delivery 
of 8,500 tons of cargo every hour of every day and night. Our ships also carried 
the great majority of the 7,129,907 Army personnel and 141,537 civilians moving 
overseas between December 7, 1941, and November 30, 1945. During this same 
period they carried 4,060,833 Army personnel and 169,626 civilians back to the 
United States Secause we were able to build up our own merchant marine 
during this war we were able to deliver the goods needed to win the war. Also 
we avoided the type of gouging we received during World War I. During World 
War II general cargo rates incfeased only 70 percent as compared to 1,117 percent 
during World War I. This difference is most impressive when we note that 
the ship-operating costs during World War II were substantially higher than 
during World War I, 

During World War II many of our troops sailed to and from Europe aboard the 
British Queen Mary and Queen Elizabeth. From 10,000 to 15,000 troops were 
packed aboard each Queen for every transatlantic voyage. Our British ally 
charged the United States Government $100 per soldier or approximately $1,000,- 
000 to $1,500,000 gross for a 1l-way trip. During the war the Queen Elizabeth 
carried 380,699 United States troops from the United States to Europe and 104,369 
from Europe to the United States. The Queen Mary carried 362,134 United States 
troops from the United States to Europe and 155,721 from Europe to the United 
States. The total number of troops carried aboard the Queens was 1,002,923. 
At $100 per man the United States Government paid $100,292,300 for the use of 
the Queens. Moreover, the United States supplied all the fuel and supplies and 
the United States Army fed the troops. The total construction costs of both 
Qucens was $50 million (approximately $25 million each). These costs were 
no doubt well covered by the profits made from carrying United States troops. 
This exorbitant charge is another good example of ratesetting by our allies when 
we find ourselves in a position of depending on them for a particular service. 
Instead of paying these exorbitant rates our Government must provide for 


enough American-flag ships to adequately service our military needs. 
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At the above rates it would not take long for our Government to pay the con 


struction subsidy for an American passenger ship. For example, the direct con- 
struction subsidy for our newest United States passenger liner, the steamship 
United States is $18 million. The cost to the Government for defense features 


on the ship is $82 million. We consider this a good investment in an American- 
flag passenger ship which will be able to transport 14,000 troops 10,000 miles at a 
world’s record speed of over 35 knots per hour without refueling. 

Cn November 2, 1945, Fleet Adm. Ernest King, commander in chief of the 
United States naval operations, wrote to Admiral Land the following: 

‘During the past 344 years, the Navy has been dependent upon the merchant 
marine to supply our farflung fleet and bases. Without this support, the Navy 
could not have accomplished its mission. Consequently, it is fitting that the 
merchant marine share in our success as it shared in our trials 

“The merchant marine is a strong bulwark of national defense in peace and 


war, and a buttress to sound national econom A large merchant marine is 
not only an important national resource; it is, in being, an integral part of our 
country’s armed might during time of crisis. During World War II, this precept 


has been proven 

“As the merchant marine returns to its peacetime pursuits, I take pleasure 
in expressing the Navy's heartfelt thanks to you and through you to the officers 
and men of the merchant marine for their magnificent support during World 
War IL. All hands can feel a pride of accomplishment in a job well done 

“We wish the merchant marine every success during the years ahead and 
sincerely hope that it remains strong and continues as a vital and integral 
part of our national economy and defense.” 

Admiral King closed his letter with the wish that our merchant marine remain 
strong in the future in order to preserve our national economy and defense. 
His advice, like the advice of other practical men, was subjected to the attack 
of post-World War IT peacetime theorists who claimed that it was not necessary 
to revitalize our merchant warine with more modern ships. In fact, some 
theorists even went so far as to state that our merchant marine must be sacri- 
ficed in order to help close the dollar gap between foreign nations and the United 
States. They are topping off this argument with the wornout advice that our 
Nation in wartime can depend upon foreign merchant fleets and American 
owned ships under foreign flag. This argument is heard even now while our 
merchant ships are again delivering the goods during a limited national 
emergency. 

When the Korean war broke out our allies were not in a position to provide 
the ships for that limited operation. Up to date in the Korean war our 
merchant ships have delivered 80 percent of the cargoes to Korea. If an all 
out war breaks out our merchant fleet will be the only one we can fully depend 
upon. That is, of course, if we modernize our fleet and maintain it at an 
adequate size. 

We entered both world wars with inadequate merchant shipping. We were 
required to build additional ships for ourselves and our allies upon whom 
we were relying for shipping. It should be clear even to a novice that this 
condition has not changed. Indeed it appears to us even more serious than 
heretofore. Certainly if we are engaged again in a war that involves the 
Enropean countries, we will be required to build all their ships for them. 

The above facts prove that the United States can fully depend only upon 
ships flving the American flag in world emergencies before and during the 
time we are involved. 


WHAT PRICE FOLLY? 


The 1936 act eliminated the undesirable, indirect ship-operating subsidy 
which was disguised as compensation for carrying mail. It provided direct 
subsidy for the construction of ships in United States shipyards and for the 
operation of certain American ships in the regular berth services. The subsidy 
is paid to bring about parity between the United States shiphuilders and oper 
ators and the foreigners who operate their business in low-standard-of-living 
countries. The operating subsidy does not guarantee prefits to a shipping 
company. It is paid strictly on a parity basis. Moreover, there is a recapture 
section in the law which provides that one-half of all profits in excess of 10 
percent capital employed in the business over a 10-year period are recaptured 
up to the amount of subsidy paid. This recapture provision is not contained 
in any other Government subsidy program. 
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During the first 10 years of receiving operating subsidies 4 out of the 12 
recipient companies returned all of the operating subsidy money they had 
received. During this period the remaining 8 companies returned a substan- 
tial portion of the funds that had accrued to them. Of the total $88 million paid 
out as operating subsidies for these first 10 years accounting period which ended 
December 31, 1948, the Government had recaptured $52,500,000. Thus the com- 
panies retained only $35,515,800. Excluding the 5 wartime years April 1942 to 
December 1946, during which subsidies were suspended, the cost of operating 
subsidy to the taxpayers was approximately $6 million a year. 

During these same 10 years the Government provided $1,205,645,000 subsidy 
for dairy production ; $524,195,000 to the sugar industry; $132,694,000 for pota- 
toes; and $67,635,000 for cheddar cheese. The total agricultural subsidies 
amounted to $2,104,192,000. This is a sharp contrast to the $35,515,800 operating 
subsidy paid to the American merchant marine. It should be clear that we are 
not criticizing farm subsidies. We are simply stating these facts so that the 
value of a merchant marine parity can better be understood. 

The Merchant Marine Act of 1936 called for a merchant marine adequate to 
carry a substantial portion of our domestic and foreign commerce and for our 
national defense. The Government has not provided sufficient subsidy to main- 
tain such a fleet to date. 

Our World War I bu‘lding program cost $2,951,807,000. Had these ships been 
built prewar, they would have cost about $840,000,000. The war-built ships were 
inefficient ; they were not available when needed, and many of them never saw 
war service. We estimate that a fleet consisting of 8 million deadweight tons 
of efficient ships would have been adequate for our World War I needs. This 
would have cost us a maximum of $500 million prior to World War I. In other 
words, a sound maritime policy would have saved a minimum of $2,500 million 
in ship construction alone. The effort and material which went into the wartime 
program would have been available to other phases of the effort. We would have 
saved a very large amount in exorbitant rates. More important, the men and 
supplies would have been delivered as required, the war shortened, thereby saving 
additional millions in money and thousands of lives, on which we can place 
no value. 

During the first 10 years (1936-46) of operating under the 1936 act, the yearly 
operating differential was about $30,000 per ship, per year. We could have 
operated a fleet of 1,000 efficient ships for 20 years prior to World War I and 
still have been almost $2 billion ahead after considering the possible savings in 
construction costs. 

The United States built 54,224,100 deadweight tons of merchant-type ships 
during World War II. The cost was about $12,500 million. The same cargo- 
carrying capacity could have been built into a fleet of 40 million deadweight tons 
before World War II at a cost of about $4 billion. With this saving of $8,500 
million in ship construction we could have operated and had available an addi- 
tional 2,000 modern ships at the outbreak of the war. In addition we would 
have saved about $7,300 million, large amounts of critical materials, time, and 
countless lives. 

With present-day high operating differentials we could operate a fleet of 
2,000 efficient vessels for more than 25 years on such a saving. Should war 
strike we would have the ships to deliver the goods. There would be no need 
to build such ships at new inflated prices. Manpower and materials would be 
available to other programs. Shipbuilding for another war would cost less 
money, consume shorter time and save thousands of lives. 

The people who failed to carry out an adequate merchant marine program 
between World War I and II are responsible for this great waste of lives, 
material, and money. We know how to avoid a repetition of such a blunder. 
Failure to do so can mean only that those responsible are working against the 
interest of the United States. 

In our analysis of the adequacy of our merchant marine we shall endeavor to 
arrive at the approximate necessary size and composition of the commercial 
merchant marine. In so doing we realistically consider the present and fore- 
seeable world political and economic conditions and the effect upon the volume 
of our foreign trade. In our opinion it is erroneous to draw conclusions from 
theories based on such abstract terms as “normalcy” in world affairs and world 
trade. We are facing a problem which should and can be solved by practical ob- 
servations. The size of the commercial fleet will vary as world conditions vary. 
We cannot control the number by wishful thinking. 
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At the very outset we wish to make it clear that we do not believe that our 
Nation can at all times maintain an active peacetime merchant marine, backed 
up by ships in reserve, sufficient to completely service our Nation and Allies 
during war. Based on our experiences during World War II, we estimate that 
our Nation will require at least 6,000 modern ships in the event that we enter 
another all-out war. A strong merchant marine is one of the most potent tools 
of peace. Historians have laid considerable stress on the United States being 
embroiled in World I because the Germans felt that we could not deliver 
the supplies or the men. The same was true in World War II. We have 
previously demonstrated that it would be most economical and efficient to have 
all the ships required for war when we are forced into one. Not knowing when 
this is we must be sure that we leave no stone unturned to at all times main- 
tain a modern merchant fleet and a shipbuilding industry capable of providing 
the immediate initial war requirements and capable of expanding to meet the 
requirements during the entire war. 

Our merchant marine should consist of modern ships carrying at least 50 
percent of our export and import trade. We believe that one of the gravest 
errors contained in the Merchant Marine Act of 1936 is the language in the 
preamble which states that our merchant marine must be “sufficient to carry a 
substantial portion of our foreign trade.” “Substantial” is a word which is sub 
ject to many interpretations. 

We are certain that Congress meant that our merchant marine must carry at 
least 50 percent of our foreign export and import trade. This is confirmed by 
congressional mandates that American bottoms should carry at least 50 percent 
of the cargoes provided under our foreign economic and military aid programs. 
This 50-percent provision was contained in the following pregrams: 

1. Economic Cooperation Act of 1948, and the ECA Amendments, 1949 (Public 

Law 47, Sist Cong.)}. 

2. Korean Aid Act (Public Law 447, Slst Cong.). 

Yugoslavia Emergency Relief Assistance Act of 1950 (Public Law 897, 81st 

Cong. ) 

4. India Emergency Food Aid Act of 1951 (Public Law 48, 82d Cong.). 
5. Mutual Defense Assistance Act (Public Law 3229, Sist Cong.). 


5 3226 
6. Mutual Security Act of 1951 (Public Law 165, 82d Cong.). 
7. Pakistan wheat bill (Publie Law 77, 88d Cong.). 
In Public Resolution 17, the 73d Congress stated that all cargoes financed by 
the Reconstruction Finance Corporation or by any other instrumentality of the 
Government, should be carried in American bottoms when available at reason- 
able rates. Instead of requiring American bottoms to carry all of the cargoes 
financed by the Import-Export Bank and other Government instrumentalities, 
Government agencies have provided that American bottoms carry at least 50 
percent of these cargoes. We are in agreement with this interpretation because 
it fits into the implied definition of the “substantial portion” of our foreign 
export and import trade to be carried in our ships in order to achieve and main- 
tain an adequate United States merchant marine. 

In January of 1953 American-flag ships carried only 25.8 percent of our foreign 


trade. This is only one-half of the goal we are striving for. 
On November 1, 1952, the Secretary of Commerce submitted a report entitled 
“American Merchant Marine and the Federal Tax Policy” to the President of 
the United States. This report very thoroughly covered the importance of an 
American merchant marine for. our national welfare and defense. Based on a 
study of the commercial needs of our Nation the report stated that our merchant 
marine should consist of 2,256 ships of 25,833,000 deadweight tons. Of this 
number 1,856 ships of 21,982,000 deadweight tons are for oceangoing require- 
ments and 400 ships of 3,851,000 deadweight tons for the Great Lakes. 
The table showing the breakdown of this projection is as follows: 











MERCHANT MARINE ACT 


imerican merchant marine adequate for United 
inborne and Great Lakes trades 


Great Lakes 
1 Interc 


We submit as exhibit I that section of the American Merchant Marine and 
Federal Tax Policy which explains the above projected size of the American 
merchant marine. 

The Maritime Administration is responsible for advising the Secretary of 
Commerce on maritime matters. Since the report was written by the Maritime 
Administration staff, we accept the report as one which was written by technical 
experts. We are quite certain that they have spent considerable time and effort 
before arriving at their conclusions 


We agree with the Secretary of Commerce wl 


hen he states that our foreign trade 


in the future will expand and not contract We do not doubt that our pros- 
perity as Well as world peace will largely depend on the ability of nations tuo 
increase their trade with other nations. This will become more important as 
our Nation is compelled to import greater quantities of raw materials and export 


more finished products. The Mesabi Rane is being rapidly depleted of iron 
ore. In the near future the United States will be compelled to depend upon the 
importation of iron ore from the rich mines of such countries as Labrador and 
Venezuela In turn, we will have to export more machinery and tools to the 
countries that are just beginning to become industrialized. This type of foreign 
trade will enable the entire world to increase the standards of living. At the 
same time it will teach the people that peace and prosperity are most available to 
those who cooperate with other nations in the efficient production and distribu- 
tion of wealth. 

We were quite disappointed in the fact that the Secretary of Commerce did 
not zo far enough in his projection of the desired size of an American merchant 
marine. He sidestepped two issues which are most vital to achieving and main- 
taining an adequate United States merchant marine. The first issue is the en- 
croachment of the military into the commercial maritime industry. The second 
is the dangerous practice that some of our wealthiest corporations have of main- 
taining large numbers of ships under foreign flags. This is especially appalling 
when the ships are registered under such runaway flags as Panama, Honduras, 
and Liberia. We shall later discuss our views on these two points in some 
detail. 

In our analysis we have limited ourselves to studying the needs of our ocean- 
going merchant marine. We have excluded the Great Lakes fleet because we 
feel that it is a problem which is great enough to warrant a separate study. 
In fact, we believe that the Maritime Administration and the Department of 
Defense should submit a detailed report pertaining to the adequacy of the Great 
Lakes fleet to your subcommittee. 

We believe that our present active commercial oceangoing merchant marine 
should consist of 1,995 ships aggregating 25,815,000 deadweight tons. The break- 
down by types of ships is as follows: 
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PASSENGER AND COMBINATION SHIPS 


We estimate that our passenger and combination fleet should consist of 135 
ships aggregating 1,627,000 gross tons; 125 of these ships are for our liner serv- 
ices in foreign trade and 10 for our domestic trade. 

We have accepted the Maritime Administration’s basic figures of 62 passenger 
and combination ships for our foreign trade and 10 ships for our domestic trade, 
excluding the Great Lakes. The aggregate tonnage of these 72 ships is 790,000 
gross tons 

Officials in the Maritime Administration have advised us that they have made 
a careful study of the needs of the various trade routes. Their figures closely 
jibe with the number of United States-flag passenger and combination ships in 
foreign-trade operation in 1989. In the period 1931 to 1940 our passenger fleet 
was larger than it is today. In that period there was an annual average of 
$81,720 passengers arriving in the United States by sea and 498,230 departing 
from the United States by sea. This was an average annual total of 979,950 
passengers carried to and from the United States by sea. In 1950 there were 
601,548 passengers arriving in the United States by sea and 467,105 departing 
from the United States by sea. This was a total of 1,068,648 passengers carried 
to and from the United States by sea. In 1951 a total of 946,495 passengers 
were carried to and from the United States by sea. Thus, the number of pas 
sengers traveling to and from the United States is the same today as it was in 
the 1930's. However, our present passenger fleet is smaller than it was in the 
1930's. Our passenger vessels cannot meet the demand for space at present 
In 1939, for example, our passenger and combination fleet consiste 1 of 62 ships 
of 590,000 gross tons. This number of ships and gross tonnage is in line with 
the 62 ships recommended by the Maritime Administration. 

At the present time the Military Sea Transportation Service is operating 63 
passenger-type ships aggregating 837,000 gross tons in their so-called nucleus 
fleet. These ships are operated by the military to transport troops, troop depend 
ents, civilian employees of Government agencies, contractors’ employees, ete. 
Most of these ships are operated between points which are serviced by privately 
owned merchant ships. 

A short time ago we submitted detailed testimony to your committee pertain- 
ing to the encroachment of MSTS into our maritime industry. Therefore, we 
will not burden you with a repetition of what we have already said. However, 
we wish to repeat that we believe that our merchant marine should transport our 
troops, their dependents, and all passengers now carried by MSTS. This will 
strengthen our merchant marine, and, at the same time, make some naval officers 
available for our combat ships where they belong and are really needed. 


FREIGHTERS 


Our freighter fleet should consist of 1,006 ships aggregating 10,606,000 dead- 
weight tons. 

We have accepted the basic Maritime Administration estimate of 205 freighters 
for our domestic trade, excluding the Great Lakes ; 430 ships for our foreign liner 
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services; and 200 tramp ships. The aggregate tonnage of these ships is 8,950,030 
deadweight tons. 

The only part of the above estimate which can be considered controversial is 
that pertaining to the tramp fleet. The Maritime Administration accepted the 
recommendation contained in “Report of the Tramp Shipping Committee to the 
Maritime Commission.” This report was dated August 5, 1949. The report stated 
that 200 American tramp ships were required if 50 percent of our postwar foreign 
trade were to be carried by American ships. The report has been a controversial 
one since it was released. 

On June 16, 1953, Rear Adm. R. E. Wilson, deputy commander of the Military 
Sea Transportation Service, advised your subcommittee that a United States 
tramp fleet should be maintained. This is further support to the position taken 
by the Maritime Administration. 

We accept the estimate of 200 tramp ships as the number required if our ships 
are to carry at least 50 percent of our exports and imports. However, we believe 
that the experts in the Maritime Administration should conduct an up-to-date 
study in order to arrive at the necessary number of tramp ships for our mer- 
chant marine 

In our estimate we have included 96 freighters, aggregating 1,056,000 dead- 
weight tons, which are now being operated by the Military Sea Transportation 
Service in their nucleus fleet. These ships should be operated by commercial 
operators. MSTS should operate only those ships which are combat auxiliary 
ships that service the naval combat ships under combat conditions. There is as 
little need for the military to operate commercial-type ships as there is for their 
operating railroads, automobile, and airplane factories, etc. 

In our freighter estimate we include 75 dry-cargo ships, aggregating 599,682 
deadweight tons, which are operated under foreign flags and owned by sub- 
sidiaries of American companies: 62 of these ships, aggregating 363,082 dead- 
weight tons, are in actual operation; 13 ships, aggregating 236,600 deadweight 
tons, are being constructed and will be registered under foreign flags. 


Ships of 1,000 gross tons and over under foreign flag and owned by affiliates of 
parent companies incorporated in the United States as of Jan. 1, 1953 


. Seagoing bulk : p 
Beagoing dry cargo woing bu k and ore 
; carriers 


| 
Number of | Deadweight Number of | Deadweight 
ships tons ships tons 


Presently operated 52 244, 833 118, 249 
Under construction for foreign flag : 4, 000 232, 600 


248, 833 : 350, 849 
8S. Maritime Administration 


All of the bulk and ore carriers in our table are owned by affiliates of large 
American corporations. The following table gives the ownership of these ships: 


Bulk and ore carriers of 1,000 gross tons and over under foreign flag and owned 
hy affiliates of major United States companies 


Under construction Total operating 


Presently operated 
; . for foreign flag and construction 


Dead- 
weight- 
tons 


Number 
of ships 


Number Dea Number 


weight- 
of ships me of ships 


Name of company | 
tons 


weight- 


Dead- | 
| 
tons | 


' 
| 
| | 
Aluminum Co. of America ‘ 18, 000 f 89, 000 98, 000 
Bethlehem Steel Corp ; 14, 236 ; 63, 000 , 78, 236 
Republic Steel Corp : 57, 250 | 89, 600 146, 850 
U: 8. Gypsum Corp < 27, 763 | d 27, 763 


Total...... . sone . 118, 249 232, 600 21 350, 849 
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There is no excuse in the world for such companies as the Aluminum Corp. of 
America, Republic Steel Corp., Bethlehem Steel Corp., or any other large Ameri- 
can company to own and operate their ships under foreign flags. 

It is paradoxical that the large companies that dodge paying American taxes, 
are the same ones having large foreign holdings which require the protection of 
our Government. To realize a few more dollars in profits these companies 
man their ships with alien seamen from low standard of living countries. Un 
like our seamen, the seamen sailing these ships are not screened for loyalty. 
Should an all-out war break out we can only hope that these ships will be avail- 
able to the United States. 










TANKERS 


Our estimate of an American tanker fleet is 854 ships aggregating 15,581,780 






deadweight tons 480 tankers, aggregating 7,592,000 deadweight tons are from 
the estimate arrived at by the Maritime Administration. 

In our estimate we include 69 tankers, aggregating 1,152,300 deadweight tons, 
which are operated by the Military Sea Transportation Service in their nucleus 
fleet. These tankers are commercial ships performing a function which is 
strictly civilian. 

In our estimate we include 339 seagoing tankers aggregating 5,502,732 dead- 
weight tons, operated under foreign flag by affiliates of American companies. 
Of these 339 tankers, 281 gregating 4,111,320 deadweight tons, are now under 
foreign flag operation, and 58 tankers aggregating 1,391,000 deadweight tons are 
being constructed for foreign-flag operation. 

Of the 281 tankers actually in operation, 247 or SS percent are owned by 5 
large oil companies. Of the 58 tankers under construction for foreign-flag opera- 
tion 54 or 98 percent are owned by the same 5 large American oil companies. 
The numbers and tonnage of the tankers owned by the 5 large oil companies are 












as follows: 






Seagoing tankers of 1,000 gross tons and over under foreign flag and owned by 
affiliates of major oil companies incorporated in the United States, as of Jan. 1, 


1953 







Under construction | Total operating 
for foreign flag and construction 






Presently operated 








Name of company 


| Jead- 
Number I : Number 
of ditns | weight o ihine 
1 Shy tons rSDIps | 


Dead 
weight 
tons 





Dead- 
weight 
tons 


Number 
of ships 


















Gulf Oil Corp a . 20 291, 831 12 | 362, 792 32 654, 623 
Socony Vacuum Oil Co., Inc 27 320, 520 6 123, 770 33 444, 200 
Standard Oil Co. of California 60 973, 110 11 334, 270 71 1, 307, 380 
Standard Oil Co. of New Jersey 126 1, 649, 816 19 435, 000 145 | 2,084,816 
The Texas Co.. 14 239, 121 6 107, 250 20 346, 371 











1, 363, 082 301 4, 837, 480 





247 


3, 474, 398 
























1 20 tankers are jointly owned by Socony Vacuum Oil Co. and Standard Oil Co. of New Jersey, 
2 50 tankers are jointly owned by Standard Oil Co. of California and Texas Co 







Source: U. 8. Maritime Administration 






We are amazed that our Government does not compel these oil companies to 
return to the American flag. They operate most of their ships under such run- 
away flags as Liberia, Honduras, and Panama. ‘They man their ships with 
crews from low standard of living countries. These crews are not screened for 
loyalty as are our American seamen. 

We have often heard the argument that the American companies transfer their 
old tankers to foreign flags and operate their new tankers under the American 
flag. This is not true. In their annual report, Liloyd’s Register of Shipping 
reported that only 5 percent of the tankers registered under the American flag 
were under 5 years old. On the other hand, the percentages of tankers under 5 
years old in the runaway flag fleets was us follows: 













Percent 
Honduras aon = ie 60 
Liberia etidas 78 
Panama : 3 


33116—53 
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requirements will be a modifying factor on the 
or example, the passenger service in the North 
ips of the size of the steamship America or even 


is particular service American ships are carry 


the passengers traveling to and from the United 


Wilson stated that the Defense Department considers freighters 


| charactertistics and capacities of the C-—2’s and C-3’s as 


I iil genera 
good ships from the commercial and military points of view We agree with 
Department of Defense However, each company will best know the 

size ships needed in each particular trade. This reasoning also ap 
the case of the tanker fleet 

Earl Clark, Deputy Maritime Administrator, thoroughly covered 

block obsolescence, we shall be brief in our opinions on this 


is indeed appalling to realize that we are at the brink of a world war 

56 percent of our merchant ships classified as poor by the Maritime Ad- 
ministration. Thus, out of the total number of 3,348 active and inactive ships 
in our merchant marine, 1,875 are ready for the scrap pile. This is not sur- 
prising when we realize that 1,713 ships in our merchant marine are obsolete 
Liberty-type ships 

Our Nation has never had a lear a warning of impending war as the one 
given to us by the Cor t lespite this warning, our policymakers both 
idministrative and legislative believe that we need not start building modern 
merchant ships to keep the fighting away from our shores 

At the outbreak of the Korean war there were only 20 merchant ships of 
1000 ¢ross tons and over under construction in the depressed American ship 

irds. On that date employment in ship construction and repair was only 
12500. Ry Sept ber 1952 there were 111 ships under construction in American 
vards, The total ship construction and repair employment was 98,000. 

On January 1, 1953, there were 92 merchant ships of 1,000 gross tons and 
over under construction in American yards. Of these ships, 29 were the high 
speed Mariner-type cargo ships, 55 were tankers, 7 bulk carriers, and 1 ferry 
boat. On January 1, 1953, employment in our shipyards decreased to 95,353. 
Of these 92 ships only 30 will not be completed this year. By 1955 there will 
be only 2 ships of the 92 remaining under construction. This means that in- 

ming orders in our ship-construction industry are at the lowest ebb since 
1946 In fact, there have been no new orders for oceangoing ships placed with 
l the last 6 months 


According to ires recently released by the Shipbuilders Council of America. 
he number of merchant ships of 1,000 gross tons or over, being built or on 


is of January 1, 1953, in the principal shipbuilding countries of the world 


Gross tons Percent 


Number of 
ves 


els 


6, 181, 242 
1, 791, 0OO8 
1, 605. 935 
1, 209, ORO 
1, 179, 092 
844. 006 
650. 610 
627, 780 


1, 430, 037 


15, 629, 780 
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2 ships under construction in American yards aggregate 1,985,080 dead 

tons Of this tonnage SO3.500 are for reign flags These ships are 

in American yards (1) because of 1e el shortages in foreign 

~) because the reign yards are so busy li y cannot give prompt 
new orders 

hipyards are operating only bec: f he Government order for 

ind because of the spillover from foreign yards. And to think 

unfortunate madition exists at a time of high world tensio 


than SO percent of the United States merchant fleet, in contrast with 

nt of foreign-flag merchant marines, consists of war-built tonnage. At 

the end of 1952, it was estimated that if all ships on order or under construction 

for private account on January 1, 1952, were added to the privately owned fleet 

I th ate the projection would only decrease the ratio of war-built 

tonni from 83 percent to 78 percent and increase the postwar segment from 

% percent to 14 percent Thus no real start has as yet been made to “thin out” 
the preponderance of war-built tonnage 

The rate of new construction for foreign registry poses a serious problem 


or American-flag operators in foreign trades In the simplest form it means 


that new, modern, fast, efficient foreign-flag ships will offer still greater competi- 


tion in a market in which American operators, with few exceptions, have generally 
heen at a disadvantage 
Thus, we can see that the merchant fleet of the United States is in a critical 
position, as is the private shipbuilding and ship-repair industry Contrary to 
couimon belief, it is not true that a simple employment of one-tenth of the 
normal work force in a shipyard means that the shipyard will be capable of 
expanding to the norma! work force within a few months. This ratio of 10 to 1 
has been used so frequently that we have lost sight of the fact that it is meaning- 
Ss The ratio may be correct as far as certain departments are concerned, 
means absolutely nothing in the case the more skilled and apprenticable 


The ratio of to 1 doves not mean anything in the moldloft. Good loftsmen 
tuke vears ain, and apprenticeship is simply the beginning of training for 
a loftsman. To make a first-class loftsman can take as long as 7 to 10 years 
Phe loftsmen in this industry are now mostly elderly men. Apprenticeship was 
interrupted during the war and the number of apprentices today, because of the 
lack of work in the yards, is insufficient in case any future emergency should 
ecur 

During the preceding war, the War Manpower Commission issued an industrial 
manning table for the shipbuilding industry. It is unusual to see how many 
of the skills in the shipbuilding industry take over 2 years to acquire minimum 
competence even in a wartime training accelerated program. When we mention 
minimum competence, we are not discussing first-class men We are discussing 
training to accomplish the minimum requirements for mechanics’ work in 
these crafts 

The mechanics who formed the nucleus of shipyard skills during the Second 
World War had had 5 years in which to acquire training in their crafts—from 
1936 to 1941. If the industry is allowed to die within the next 5 years, with 
no possibility of replacement training, it will not be possible to start it again 
within a period of from 5 to 7 years of on-the-job training in most of the building 
and 1 
The rapid expansion required for the shipyard forces in America during the 
Second World War and the cost of the facilities it was necessary to construct, 
cost us well over one-half billion dollars in facilities, wasted manpower, and 
training programs. In addition to this, the cost of building a fleet which would 
net. be usable in peacetime is difficult to measure. We would venture to say 
that close to $5 billion worth of unusable merchant ships were constructed 
because of the emergency, and the fact that ships had to be built quickly by 
mass-production methods, with no time to construct a fleet which could be 
usable in peace as well as in war. 

If Congress and the administration were to allow an adequate ship-con- 
struction program at the same time as allowing the preservation and repair 
of better vessels in the reserve fleet, ip time we would be able to scrap the 
1.7183 obsolete Liberty ships in the reserve fleet, and to have a reserve fleet 
capable of meeting an emergency. 


repair yards in the country. 
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There are some people who have blamed the shipbuilding industry for the 
high cost of shipbuilding in this country. We wonder how much an automobile 
would cost if the Ford Motor Co. today had a contract for 60 cars, and could 
see no prospect of building any more for another 10 years. Who is to pay the 
cost of overhead for the shipyards of this country? How can materials be 
scheduled, or the full skills of workers utilized, when today there is work and 
tomorrow there may be none? What incentive is there for technological 
progress ? 

There must be some way of alerting our leaders to the need of modernizing our 
merchant marine Frankly, we do not know how to alert them. We are 
hopeful that this subcommittee decides to undertake the task of warning our 
Nation of the danger we face by permitting our merchant marine to become 
a second-rate merchant marine. 

In closing our testimony we request permission to insert exhibit No. 2 
into the record. This exhibit is a table of ships and tonnage under foreign 
fiag and owned by affiliates of American companies. 


SUMMARY 


1. Our Nation has never been able to rely on foreign merchant ships in 
peacetime or in war. In all major wars our allies depended on us for ships. 

2. The cost of building merchant ships during a war is exorbitant and wasteful. 
Emergency-type ships are not useful for postwar needs. 

3. A modern peacetime merchant fleet and shipbuilding industry must be 
maintained to meet the initial needs of war and capable of expanding to meet 
the full needs of an entire war. When there is a warning of war, our merchant 
fleet must start expanding to the size and composition needed during the war. 
Today, we have this warning, but we are not responding properly. 

4. Our merchant fleet must be adequate to carry at least 50 percent of our 
foreign trade in peacetime. From past experience we will carry close to 100 
percent of our cargoes in wartime. 

5. Our present commercial fleet should consist of 1,995 ships; 135 passenger 
and combination ships, 1,006 freighters, and 854 tankers. 

6. The Military Sea Transportation Service must be taken out of competition 
with our privately owned merchant marine. 

7. Foreign-flag ships owned by American companies must be brought under 
the American flag. Large United States corporations should not be permitted 
to use our governmental agencies to strengthen their foreign financial interests 
and weaken the security of the American people. 

8. The poor quality and obsolete ships of our merchant marine should be 
scrapped and replaced by modern ships. This will keep our shipyards alive 
and our merchant marine modern. 


ExuIsirT 1 


ru 


Excerpt from American Merchant Marine and the Federal Tax Policy, a report to the 
President on Government assistance necessary to maintain a merchant marine adequate 
to the commercial and national-defense requirements of the United States, submitted 
by Secretary of Commerce Charles Sawyer, November 1, 1952, pp. 46—51] 


PROJECTED Size or ADEQUATE AMERICAN MERCHANT MARINE FOR FUTURE YEARS 


Obviously, the estimates given herein constitute a projection resulting from 
various judgmental factors, as well as indexes applied to data presently avail- 
able. Changes in world conditions, both economic and political, and in unfore- 
seeable variations of commercial requirements could, and probably would, change 
this projection. The figures given are the best that can be determined in terms 
of the intangibles inherent in such a projection. 

The American merchant fleet adequate to carry all of the domestic oceanborne 
and Great Lakes traffic and a substantial portion of the foreign oceanborne 
commerce of the United States in the foreseeable future is estimated to consist 
of about 2,256 ships of 17% million gross tons. Of this number, 1,856 ships of 
14%, million tons are for oceangoing requirements and 400 ships of 2% million 
tons are to fill Great Lakes needs 
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The following table projects by principal types the number of American-flag 
ships and their tonnage necessary to meet the commercial needs of United States 
oceanborne and Great Lakes trades. 


Composition of projected American merchant marine adequate for United States 
oceanborne and Great Lakes trades 


(Tonnage in thousands 
| 
Passenger | | 
lotal ships ind com- | Freighters | lanke 
Dination | 
‘ . Dead - Dead- 
Num Gro Num- Gross Num Gross | weight Num-| gros weight 
ber ber ber ber : 
tons tons 
— , 
Total 2,256 | 17,243 83 830 |1, 667 | 11,607 | 17,317 506 4, 896 7, 686 
Oceangoing 1, 856 14, 727 72 790 (1,300 9, 200 13, 600 184 4, 737 7, 592 
Domestic 10 205 
roreign 62 1, 095 
Liner... 62 430 
Tramps 200 
Ready reserve for 
foreseeable future 465 
ee a aly 400 | 2,516 11 40 | 367| 2,407) 3,717 22 69 94 
Interchangeable between domestic and foreign trade 


GREAT LAKES FLEET 


It is estimated that a fleet consisting of or equivalent to the existing ships 
on the Great Lakes together with those currently under construction or on order 
will be adequate to meet dry cargo, bulk liquid, and passenger needs of the Great 
Lakes for the foreseeable future. That fleet (existing United States flag ships 
together with ships under construction or on order as of September 10, 1952) 
of 400 ships consists of 11 combination ships of 40,000 gross tons; 367 freighters 
of 3.7 million deadweight tons and 22 tankers of 94,000 deadweight tons. More 
than three-fourths of the existing freighters are over 20 years old and will need 
to be replaced in the years ahead. 


OCEANGOING FLEET 


Passenger and combination (passenger-cargo) ships 

The greatest existing deficiency in the current merchant marine, with respect 
to balanced fleet needs, is the category of passenger and combination ships. 
Prewar (1935) there were as many as 176 ships of about 1.3 million gross tons 
of these types actively engaged in our oceanborne foreign and domestic trades. 
As of June 30, 1952, such ship employment had dwindled to about one-fourth of 
the prewar number and consisted of but 45 ships of 524,000 gross tons. This 
decrease is attributable to two major factors: (1) failure of the coastwise, in- 
tercoastal and noncontiguous trades to regain prewar stature due to lack of 
suitable ships, nencompensatory rates, increased rail and motor truck and bus 
competition and (2) lack of adequate modern tonnage, increased competition 
from air transport and high operating costs in the foreign trade. Contrasting 
the current situation with respect to passenger and combination ships with that 
which existed prewar, it is believed that an estimate of 72 ships of about 800,000 
gross tons for our oceangoing passenger-carrying requirements in the foreseeable 
future is most conservative. This estimate includes 10 ships for domestic trades. 
Dry-cargo freight ships, general 

In arriving at an estimate of an adequate dry-cargo freighter fleet a number 
of primary factors have been taken into consideration. These were: (1) con- 
tinuing growth of our foreign trade as a corollary of increased production, popu- 
lation growth and progressive depletion of our reserves of basic raw materials; 
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present world political situation which has existed postwar and which 
ndications, will continue to persist into the foreseeable future and (3) 
ghiy unsatisfactory shipping conditions which prevail in our coastwise, 


‘reoastal and noncontiguous trades. 


I 


uparing postwar foreign trade for the 5-year period 1947-51 with 5-year 
from 1921 to 1940 reveals that the 1947-51 period is at a much higher 


1 ‘ 


of the preceding periods ror example, it is 64 percent 
the comparable period after World War I (1921-25); 41 percent 
the 1926-30 period which represented the highest peacetime level of 

the United States had known before World War II and 80 percent 

ore than the postdepressior period of 1936—40. 

During the period 1921 through 1940 United States population increased from 
105.7 to 131.7 million. In 1950 it was 150.7 million and medium series projec 
tions of population growth made by the Bureau of Census indicates a total popu 
lation of 169 million by 1960 and 175 million by 1965. 

The rapid depletion of our reserves of basic raw materials has been brought 
into focus in the recent report to the President by the President’s Materials Policy 
Committee. This situation is currently emphasized by our diminishing supply of 
iron ore and the efforts being exerted to develop ore resources of hitherto un- 
tapped deposits in Venezuela, Labrador, Liberia, and elsewhere. 

The estimate of 1,300 oceangoing freighters includes 885 that would be re 
quired for active operation in the near-term future and 465 available in a 
“ready reserve” to meet contingencies which arise from time to time. Of the 
835 active ships 205 would be needed for the coastwise, intercoastal and non- 
contiguous trades and the remainder (630 ships) would be required to meet 
normal foreign commerce requirements. Over a longer period—1960—65—for- 
eign trade is expected to increase to the extent that this “ready reserve” of 
Government-owned ships for emergency purposes would be eliminated and the 
entire active fleet would be under private ownership and operation. 


oT any 


Domestic trades 


In the domestic ocean trades, freighter employment postwar has been much 
less than during prewar years. In 1937 about 450 ships were engaged in these 
trades as contrasted with 164 in August of 1952. This situation is not due to 
a decrease in the volume of traffic, but rather to the inability of domestic freight- 
ers to regain their prewar competitive status, particularly along the Atlantic, 
gulf, and Pacific coasts and in the intercoastal trade. There has been compara 
tively little change in ship employment prewar and postwar in the noncontigu- 
ous trades with Hawaii and Puerto Rico, but the servicing of the Alaskan trade 
offers several problems which have not yet been resolved. 

It is noteworthy that the total dry-cargo movement in the coasting trades in 
1951 was slightly larger than in 1939 (41.5 versus 41.3 million tons) despite a 
decline in cargo moving along the Pacific coast and between the Pacific and 
Atlantic/gulf coast in 1951 as compared with 1939. This postwar increase 
was accounted for almost entirely by greater movements of bulk commodities 
such as coal, phosphate rock and sulfur, which even in the face of greatly in- 
creased ship operating costs still can be transported economically by water. A 
postwar development has been the carriage of the majority of bulk coastwise 
traffic in fewer ships with greater lifting capacity than was the case prewar. 
Most of the break-bulk cargo which formerly moved by water was diverted to 
the rail and trucklines during the war and has not been regained by the water 
carriers, 

While it is not believed that coastwise shipping will regain its prewar posi- 
tion in the foreseeable future, it is not too optimistic to predict that 1952 em- 
ployment will be increased by 25 percent in the years ahead by proper appli- 
eation of modern break-bulk cargo-handling methods and equipment both on 
ships and ashore. At present, cargo handling costs on general cargo are the 
largest single item of ship-operating cost It is to this deterrent to the com- 
petitive ability of coastwise shipping that greatest attention must be directed, if 
coastwise shipping is again to be competitive in transport of large quantities 
of general cargo. 

Another element in the coastwise shipping situation which must be consid- 
ered is the precarious position of many of our secondary seaports. These 
smaller ports, prewar, depended largely on coastwise and intercoastal general 
cargo traffic and as a result of the dwindling of this trade now find themselves 
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in such financial straits that adequate maintenance of their facilities out of 
operating revenues is virtually impossible. The continued availability of the 
port facilities, equipment, and operating personnel of these ports is imperative 
for national defense purposes, and the best insurance for maintenance of such 
ports is an increase in the movement of coastwise and intercOastal cargo through 
them. It is believed that this can be accomplished through the installation of 
efficient cargo-handling systems adapted to the smaller ports and couastwise 
ships. 


Foreign trade 


Not since 1947 when 56 percent of our foreign commerce moved in United States 
flag bottoms has United States flag shipping carried at least 50 percent of our 
foreign oceanborne dry-cargo commerce Subsequent years have seen a steady 
decline in tonnage moved in ships of United States registry except in 1951 when 
it increased to 40 percent from a postwar low of 34 percent for the preceding year. 
This is graphically portrayed in the chart No. 19 (see appendix) titled, “Amount 
and Percentage of United States Foreign Trade—Total Exports and Imports 
Carried in United States Flag Ships, 1986-51.” The target of “at least 50 per 
cent” is based on the understanding that “a substantial portion of the water- 
borne export and import foreign commerce of the United States” as enunciated 
in the 1936 Merchant Marine Act is the goal to be reached However, it is note 
worthy that most of the decline in recent years is due to the marked increase 
in nonliner carryings of foreign-flag ships since United States flag liner services 
during the postwar period, overall, have consistently carried more than 50 per 
cent of liner traffic on the 33 essential trade routes. For example, in 1947 United 
States flag liner carryings on essential trade routes amounted to 61 percent of 
the total liner movement; in 1948 they had declined to 55 percent and continued 
to decrease to 51 percent in 1951. 

Subsidized operators own and are currently operating 245 freight ships. If to 
this number are added ships which will be required by nonsubsidized companies 
applying for subsidy (provided their applications are favorably acted upon), 
the total would be approximately 275. Other nonsubsidized companies currently 
are operating about 120 ships in liner service. Of this number, 45 are industrial 
carriers, of which 33 offer only partial common-carrier service 

The 35 Mariner-type ships now in operation or under construction will be 
available to private operators in the near future. It is expected that these ships 
will be absorbed into the fleets of the subsidized and nonsubsidized operators 
which will increase the total active foreign-trade fleet of United States flag 
liner ships to 480 ships. 


Aside from those employed in liner service there were nearly 150 United 
States flag ships in operation in the tramp trades as of June 30, 1952. In the 
Report of the Tramp Shipping Committee to the Maritime Commission dated 
August 5, 1949, postwar requirements for tramp shipping under United States 
flag were estimated to be 200 ships if 50 percent of our foreign trade (which 
includes tramp-type tonnage) were to be carried in ships of United States 


registry 

It is conservatively estimated that during the next 10 to 15 vears (1960-65) 
the volume of foreign commerce of the United States will increase between 25 
and 35 percent. This estimate, which has been prepared fre the best informa 
tion presently available in our own organization and outside sources, is base 
upon a number of factors including: growth in population, projected increase in 
gross national product, the need to conserve diminishing supplies of basic raw 
materials, improved standards of living in undeveloped and backward parts 
of the world, and the continuation of a geopolitical situation in which the United 
States will be the principal champion and bulwark of the free nations. 

On the basis of that estimate our oceanborne dry cargo foreign commerce will 
have reached an annual level approximating 135 million long tons between 1960 
and 1965. During 1951 when our dry cargo foreign commerce totaled 110 million 
tons United States flag participation was 40 percent or 44 million tons. Average 
United States flag freighter employment during that year was 755 ships. On the 
basis of an annual average carrying per ship, to have lifted 50 percent of our 
1951 commerce would have required continuous employment of nearly 940 Ameri 
can-flag freighters 

Projecting this ship utilization into the 1960-65 period when our estimated 
commerce will be about 135 million tons, to lift 50 percent of that traffic in United 
States flag ships would require continuous employment of 1,050 to 1,150 privately 
owned freighters. This requirement of privately owned shipping would eliminate 
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the necessity for maintaining a “ready reserve” of Government-owned ships ex- 
cept for extreme emergencies. 


TANKERS 


Consensus of experts in the field of petroleum requirements for the foreseeable 
future is that the existing tanker fleet together with ships under construction or 
on order as of September 10, 1952, will be sufficient to fill future commercial needs, 
provided that obsolete tonnage is replaced with modern tonnage on a continuing 
basis. This of course does not take into account the tanker requirements for 
national defense purposes. The current fleet employed in domestic and foreign 
trade augmented by ships now on the ways and tonnage on order amounts to 484 
ships of about 7.7 million deadweight. It should be further pointed out that 
tanker tonnage owned by United States companies and their affiliates registered 
under the flags of Liberia, Honduras, Panama, and Venezuela, numbering 166 
ships of about 1.7 million deadweight tons, is also available to meet our foreign 
trade requirements. In view of our steadily increasing petroleum import needs 
the availability of this tonnage is of singular significance. Moreover, of the 60 
tankers of over 1.5 million tons now building in the United States 24 ships of 
about 900,000 deadweight tons are being constructed for registry under those 
flags. Thus the tanker fleet actually available to meet future domestic and for- 
eign trade needs of the United States will be comprised of 674 ships of about 
10.3 million deadweight tons. 

The portion of the United States flag tanker fleet employed in domestic service 
at present consists of 287 tankers of 4.3 million deadweight tons. All of these 
tankers, however, are not permanently committed to domestic trade and so are 
available to serve in United States foreign trade when conditions require such 
use. In this connection construction of refineries at strategic points along the 
United States seaboard tends to decrease the need for tanker tonnage to lift 
refined products which can be readily distributed from those refineries by short- 
haul motortrucks, tank car, and pipeline. This will permit employment of 
more tankers in the longer haul crude petroleum trades. 


EXHIBIT 2 


Ships of 1.000 gross tons and over under forcign flag and owned by affiliates 
of pareni companies incorporated in the United States, as of Jan. 1, 1958 


Seagoing dry 


cargo 


Seagoing bulk 


All type ships i 
J and ore carriers 


Seagoing tankers 


Dead 


weight 


tons 


Dead- 
weight 
tons 


Dead- 
weight 
tons 


: Dead- 

Number) oo 

of ships | ¥ ight 
tons 


Number 
of ships 


Number 
of ships 


Number 
of ships 


Presently operating 343 |4, 474, 402 52 | 244,833 281 |4, 111, 320 | 10 | 118, 249 
Under construction for | 
foreign-flag operation 71 }1, 628, 012 | ‘ 4, 000 | 58 |, 391, 412 | 232, 600 
Total_. . 414 |6, 102, 414 5 248, 833 | 339 I> 502, 732 21 350, 849 
| 


Source: U. 8. Maritime Administration. 
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DEPARTMENT OF THE NAVY, 
MiLirAry SEA TRANSPORTATION SERVICE, 
Washington 25, D. C., September 15, 1958. 
Hon. ALVIN F. WEICHEL, 
House Merchant Marine and Fisheries Committee, 
Old House Building, Washington 25, D. C. 
(Attention: Mr. B. J. Zincke, Committee Counsel.) 

Dear Str: Detailed report on amounts paid to commercial interests by the 
Military Sea Transportation Service is enclosed. The report covers payments 
made during the fiscal years 1950 through 1953. 

Sincerely yours, 
F. C. SENEBRINK, 
Vice Admiral, USN, 
Commander, Military Sea Transportation Service. 
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